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FARM CREDIT ACT OF 1955 


TUESDAY, MAY 17, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 


The committee met, pursuant to call, at 10:30 a. m., Hon. Harold 
D. Cooley, chairman of the committee, presiding, in room 1310, House 
Office Building. 

The Cuamman. The committee will please come to order. 

The committee is meeting today for the purpose of considering 
H. R. 5168, a bill to provide for retirement of the Government capital 
in certain institutions operating under the supervision of the Farm 
Credit Administration ; to increase borrower participation in the man- 
agement and control of the Federal Farm Credit System and for other 
purposes. 

A copy of the bill will be inserted in the record at this point. 


(H. R. 5168, 84th Cong., 1st sess.] 


A BILL To provide for retirement of the Government capital in certain institutions operat- 
ing under the supervision of the Farm Credit Administration; to increase borrower 
articipation in the management and control of the Federal Farm Credit System; and 

or other purposes 
Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm 


Credit Act of 1955.” 
TITLE I—BANKS FOR COOPERATIVES 


Sec. 101. Section 42 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows : 

“Sec. 42. (a) Crasses or Stock; OWNERSHIP; VoTING RIGHTS; DIVIDENDS; 
AND RETIREMENT or StTock.—Except as provided in section 111 of the Farm 
Credit Act of 1955, each regional bank for cooperatives shall have the following 
Classes of stock, all of which shall have a par value of $100 per share: 

“(1) Class A stock shall be issued to and held by the Governor of the Farm 
Credit Administration on behalf of the United States, and stock of such banks 
held by the Governor on the effective date of title I of the Farm Credit Act of 
1955. shall be exchanged, share for share, for class A stock of the respective 
banks. Class A stock shall be nonvoting and no dividends shall be paid thereon. 
At the end of each fiscal year, each of such banks, subject to the provisions of 
sections 33 and 40, shall determine the amount of class A stock that shall be 
retired at par by that bank. The minimum amount of class A stock that shall 
be retired shall be the equivalent in dollar value of the amount of class C stock 
issued for that year, except that class C stock issued by a regional bank on 
account of class C stock issued to it by the central bank, class C stock issued 
by a regional bank in exchange for class B stock the proceeds of which were used 
to retire an equivalent amount of class A stock, and Class C stock issued by a 
regional bank in exchange for capital stock of the bank outstanding on the effec- 
tive date of title I of the Farm Credit Act of 1955, shall not be included in such 
bank’s calculation. Any amount of class A stock retired in excess of such mini- 
mum amount in one year may be used to reduce to that extent the amount of 
such stock required to be retired in any subsequent year. Funds from the retire- 
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ment of class A stock shall be paid into the revolving fund authorized by the 
Agricultural Marketing Act, as amended, and shall continue to be available for 
the purchase of class A stock in the banks in accordance with sections 33 and 40. 

“(2) Class B stock may be issued in series and amounts approved by the Farm 
Credit Administration, and may be sold or transferred to any person subject to 
the approval of the issuing bank. Such stock shall be issued only at par and 
shall be nonvoting. Any bank may pay dividends of not to exceed 4 per centum 
per annum on class B stock if declared by the board of directors and approved 
by the Farm Credit Administration and if the surplus account of the bank, after 
payment of such dividends, will not be less than 25 per centum of the sum of 
all its outstanding capital stock. Dividends on class B stock shall not be cumula- 
tive, but no bank shall distribute in any year any of its net savings as patronage 
refunds as provided in section 36 (a) unless for that year a dividend of at least 
2 per centum is declared and paid upon outstanding class B stock of the bank. 
Each series of class B stock shall be issued only with the approval of the Farm 
Credit Administration and shall carry on the face of each certificate a statement 
of the maximum dividend which may be declared and paid thereon and of the 
minimum dividend which shall be declared and paid thereon before the bank may 
distribute any of its net savings as patronage refunds: Provided, That such 
maximum and minimum dividends may be the same amount. After all class A 
stock has been retired, class B stock may be called for retirement at par with the 
approval of the Farm Credit Administration and shall be called in such manner 
that the oldest outstanding stock at any given time will be retired first. Any 
holder of class B stock whose stock has been called for retirement may elect, 
with the approval of the issuing bank, to leave his stock in the bank subject to 
its being included in the next call for retirement. 

“(3) Class C stock, except as approved by the Farm Credit Administration and 
consented to by the issuing bank, may be issued only to banks for cooperatives 
and farmers’ cooperative associations as defined in section 15 (a) of the Agri- 
cultural Marketing Act, as amended. Such stock may be issued in fractional 
shares, shall be issued at its fair book value not exceeding par, as determined 
by the bank, and no dividends shall be paid on it. Each holder of one or more 
shares of class C stock which is eligible to borrow from a bank for cooperatives 
shall be entitled to one vote only: Provided, That any such holder which within 
the period of two years next preceding a date, fixed by the Farm Credit Admin- 
istration, prior to commencement of the voting has not been a borrower from a 
bank of which it holds class C stock shall not be entitled to vote. From time to 
time each bank for cooperatives shall obtain information concerning its class C 
stockholders to determine whether they continue to be eligible to borrow from 
the bank and to vote. Any class C stockholder found by the bank to be ineligible 
to borrow shall not be entitled to vote until its eligibility is reestablished to the 
satisfaction of the bank. Whenever in section 5 of the Farm Credit Act of 1937, 
as amended, and section 4 (a) of the Farm Credit Act of 1953, provision is. made 
for a nomination or election by cooperatives which are stockholders or sub- 
seribers to the guaranty fund of any bank for cooperatives the term ‘cooperatives 
which are stockholders or subscribers to the guaranty fund’ or the equivalent of 
that term, shall mean such cooperatives which are eligible to vote. Each borrower 
from a bank for cooperatives shall be required to own at the time the loan is 
made at least one share of class C stock. The purchase price of such stock may 
be retained out of the loan. In addition, each borrower as defined by the Farm 
Credit Administration for purposes of this sentence, shall be required to invest 
quarterly in class C stock an amount equal to not less than 10 nor more than 
25 per centum, as prescribed by the board of directors of the bank with the 
approval of the Farm Credit Administration, of the amount of interest payable 
by it to the bank during the calendar quarter. Payments for such stock shall 
be made quarterly or when the regular interest payments of the borrower are 
payable, but the stock shall be issued to the borrower as of the end of each 
fiscal year in the amount of the payments for stock made by it during the year. 
Bach regional bank shall purchase at least one share of class C stock of the 
central bank. In addition, the regional bank shall be required to invest quarterly 
in class C stock of the central bank an amount equal to not less than 10 nor 
more than 25 per centum, as prescribed by the board of directors of the central 
bank with the approval of the Farm Credit Administration, of the amount of 
interest payable by the regional bank to the central bank during the calendar 
quarter by reason of any interest purchased by the central bank in a loan made 
by the regional bank. Payments for such stock shall be made to the central 
bank and the stock shall be issued to the regional bank in the same manner, inso- 
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far as practicable, as is provided in this section for payments for and issuance of 
stock on account of loans by the regional bank in which the central bank does 
not purchase any interest. Subject to rules prescribed by the board of Cirectors 
of the lending bank with the approval of the Farm Credit Administration, a 
borrower may convert class B stock into class C stock for the purpose of making 
the investment in class C stock required by this paragraph. After retirement 
of all class A stock class C stock also may be retired at par by calling the oldest 
outstanding class C stock but class C stock that was isued for a fical year period 
shall not be called for retirement untii all class B stock that was issued during or 
prior to that fiscal year has been called for retirement. 

“(b) GuARANTY Funp SusscriprioNs In Liru or Srocx.—If a cooperative 
associations is not authorized under the laws of the State in which it is organ- 
ized to take stock in the bank, the bank shall, in lieu thereof, require the asso- 
ciation to pay into or have on deposit in a guaranty fund of the bank, or the 
bank may retain out of the amount of the loan and credit to the guaranty fund, 
a sum equal to the amount of class C stock which the association would other- 
wise be required by subsection (a) (3) of this section to own at the time the 
loan is made and to purchase thereafter. Any such association may make addi- 
tional payments into the guaranty fund from time to time in lieu of the purchase 
of class B stock, and shall receive credits to such fund in lieu of patronage 
refunds payable in class C stock. Each reference in this Act to capital stock 
or class B or class C stock shall include also the guaranty fund equivalents of 
such stock, and, to the extent permitted under the laws of a State in which a 
cooperative association is organized, a holder of guaranty fund equivalents of 
either class B or class C stock shall have the same rights and status as a holder 
of class B or class C stock, respectively. The rights and obligations of the bank 
as reS8pects such guaranty fund equivalents shall be identical to its rights and 
obligations as respects class B or class C stock, respectively. 

“(c) LiEN on Stock.—Except as hereinafter provided in the case of an asso- 
ciation which is a direct borrower from the central bank, each bank for coopera- 
tives shall have a first lien on all stock in the bank owned by each cooperative 
association as additional collateral for any indebtedness of such association to 
the bank. In the case of an association which is a direct borrower from the 
central bank, the central bank shall have a first lien on any amount of class C 
stock which the borrowing association owns in any regional bank on account 
of direct loans of such association from the central bank; and the regional bank 
shall have a lien on such stock junior only to the lien of the central bank. In 
any case where the debt of a borrower is in default, the bank may, in accord- 
ance with regulations of the Farm Credit Administration, retire and cancel all 
or a part of the stock of the defaulting borrower at the fair book value thereof, 
not exceeding par, in total or partial liquidation of the debt, as the case may be, 
and, to the extent required, corresponding shares held by a regional bank in 
the eentral bank shall be retired. 

*(d) CALCULATION OF PRoporTIONATI INTERESTS IN BANKS.—For the purpose 
of determining pursuant to section 5 (d) (2) (C) of the Farm Credit Act of 
1937, as amended, the amount of the capital stock and subscriptions to the guar- 
anty fund of a regional bank for cooperatives held by cooperatives the term 
‘capital stock and subscriptions to the guaranty fund held by cooperatives’ or 
the equivalent of that term shall also mean all outstanding class B and class C 
stock and the guaranty fund equivalents thereof.” 

Sec. 102. Section 35 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows: 

“Sec. 35. APPLICATION OF ReGIONAL BANK Stock Provisions TO CENTRAL 
BanK.—AIl provisions of law with respect to class A, class B, and class C stock 
in the regional banks for cooperatives shall apply to the Central Bank for Coop- 
eratives except as they may be inconsistent with the provisions of this section. 
Each borrower from the central bank shall be required to own at the time the 
loan is made at least one share of class C stock in such regional bank as the 
Farm Credit Administration shall designate and shall be required to invest 
quarterly in class C stock in such regional bank or banks as the Farm Credit 
Administration shall designate an amount equal to not less than 10 nor more 
than 25 per centum, as prescribed by the board of directors of the central bank 
with the approval of the Farm Credit Administration, of the amount of interest 
payable by such borrower to the central bank during the calendar quarter. Pay- 
ments for such stock shall be made quarterly or when the regular interest pay- 
ments of such borrower are payable; but the stock shall be issued to the borrower 
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as of the end of each fiscal year in the amount of the payments for stock made 
by it during such year. The regional bank whose stock is so issued to such 
borrower shall purchase a corresponding amount of class C stock in the central 
bank.” 

Sec. 103. Section 36 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows: 

“Sec. 36. (a) APPLICATION oF Savrines.—Each bank for cooperatives, at the 
end of each fiscal year, shall determine the amount of its net savings after paying 
or providing for all operating expenses (including reasonable valuation reserves 
and losses in excess of any such applicable reserves) and shall apply such savings 
as follows: (1) To the restoration of the amount of the impairment, if any, of 
capital stock, as determined by its board of directors; (2) 25 per centum of any 
remaining savings shall be used to create and maintain a surplus account; (3) 
if said bank shall have outstanding capital stock held by the United States during 
the whole or any part of the fiscal year, it shall next pay to the United States as 
a franchise tax, a sum equal to 25 per centum of its net savings then remaining, 
not exceeding, however, a rate of return on such Government capital calculated 
at a rate equal to the computed average annual rate of interest on all public 
issues of public debt obligations of the United States issued during the fiscal year 
ending next before such tax is due, as certified to the Farm Credit Administra- 
tion by the Secretary of the Treasurer; (4) reasonable contingency reserves may 
be established; (5) dividends on class B stock may be declared as provided in 
section 42 (a) (2); and (6) any remaining net savings shall be distributed as 
patronage refunds as provided in subsection (b) of this section: Provided, 
That any patronage refunds received by a regional bank from the central bank 
shall be excluded from net savings of the regional bank for the purpose of com- 
puting such franchise tax. Amounts applied as provided in (2) and (4) above 
after the effective date of title I of the Farm Credit Act of 1955 shall be allocated 
on a patronage basis approved by the Farm Credit Administration. At the end 
of any fiscal year, any portion of the reserve established under (4) above which 
is no longer deemed necessary shall be transferred to the surplus account and, 
if the surplus account of any such bank for cooperatives exceeds 25 per centum 
of the sum of all its outstanding capital stock, the bank may distribute in the 
same manner as a patronage refund any part or all of such excess which has 
been allocated. In making such distributions, the oldest outstanding allocations 
shall be distributed first. Wherever used in this Act, the words ‘surplus account’ 
as applied to any bank for cooperatives shall mean any surpluses and con- 
tingency reserves shown on the books of the banks as of the effective date of 
title I of the Farm Credit Act of 1955 and any amounts applied as provided in 
(2) above after the effective date of said title I. Said surplus account shall be 
divided to show the amounts thereof subject to allocation as provided in this 
section and may be further subdivided as prescribed by the Farm Credit Admin- 
istration. In the event of a net loss in any fiscal year after providing for all 
operating expenses (including reasonable valuation reserves and losses in excess 
of any such applicable reserves), such loss shall be absorbed by: first, charges 
to allocated contingency reserves; second, charges to allocated surplus; third, 
charges to other contingency reserves and surplus pro rata in accordance with 
the second sentence of subsection (c) of this section; fourth, the impairment of 
class C stock ; and fifth, the impairment of all other stock. 

“(b) Patrronace Rerunps.—The patronage refunds of each regional bank for 
cooperatives shall be paid in class C stock to borrowers, as defined by the Farm 
Credit Administration for the purposes of this subsection, during the fiscal 
year for which the refunds are declared. Patronage refunds of the Central 
Bank for Cooperatives shall be paid in class C stock to the regional banks for 
cooperatives upon the basis of interests held by the central bank in loans made 
by the regional bariks and upon direct loans made by the central bank to cooper- 
ative associations; and any part of such refunds derived from such direct loans 
of the central bank shall be paid in class C stock issued to the regional bank 
or banks which issued to the borrower the stock incident to the loans, or to a 
regional bank or banks designated by the Farm Credit Administration, and such 
bank or banks shall issue a like amount of class C stock to the borrowers. All 
patronage refunds shall be paid in the proportion that the amount of interest 
earned on the loans of each borrower bears to the total interest earned on the 
loans of all borrowers during the fiscal year. 

“(c) APPLICATION OF ASSETS ON LIQUIDATION OR DrssoLuTIon.—In the case of 
liquidation or dissolution of any bank for cooperatives, after the payment or 
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retirement, as the case may be, first, of all liabilities; second, of all capital stock 
issued before the effective date of title I of the Farm Credit Act of 1955 held by 
cooperative associations at par, all class A stock at par, and all class B stock 
at par; and third, of all class C stock at par; any surpluses and contingency 
reserves then remaining shall be distributed as provided in this subsection. If 
necessary in absorbing losses, allocated contingency reserves and allocated sur- 
pluses shall be exhausted first in accordance with rules prescribed by the Farm 
Credit Administration and other contingency reserves and surpluses shall be used 
pro rata. Any surpluses and contingency reserves which were on hand as of the 
effective date of said title I, shall be apportioned on the basis of stock ownership 
in the bank on such date and that part of such surpluses and reserves so appor- 
tioned to stock owned by the United States, shall be paid into the Treasury as 
miscellaneous receipts and that part of such surpluses and reserves so appor- 
tioned to stock owned by all others shall be paid to the holders of outstanding 
stock issued before the effective date of said title I and class C stock pro rata: 
Provided, That if the central bank is liquidated or dissolved before the regional 
banks, that part of such surpluses and reserves so apportioned to stock owned 
by the United States shall be distributed to the regional banks on the basis of 
stock held by them in the central bank, and the amount so distributed shall be 
added to the corresponding surplus and reserve of each regional bank subject 
to payment into the Treasury as miscellaneous receipts upon liquidation or 
dissolution of such regional bank. Any allocated surpluses and allocated con- 
tingency reserves then remaining shall be distributed as allocated on the books 
of the bank.” 

Sec. 104. Section 31 of the Farm Credit Act of 1933 is amended to read as 
follows: 

“Sec. 31. Boarp or Directors or CENTRAL BANK.—The Central Bank for Co- 
operatives shall have seven directors. Of this number four shall be appointed by 
the Governor of the Farm Credit Administration, by and with the advice and 
consent of the Federal Farm Credit Board, and three shall be elected by the 
regional banks for cooperatives and cooperative associations: Provided, That the 
terms of office of directors established prior to the effective date of title I of 
the Farm Credit Act of 1955 shall continue through the thirty-first day of De- 
cember next following the effective date of said title I and shall expire at the 
end of that day. Three of the directors appointed by the Farm Credit Admin- 
istration shall be appointed for terms of one year, two years, and three years, 
respectively, as designated at the time of appointment and the fourth appointed 
director shall be appointed for a term of three years and thereafter each ap- 
pointed director shall be appointed for a term of three years. Any appointed 
director may be removed at pleasure at any time by the Farm Credit Adminis- 
tration. The Farm Credit Administration shall prescribe rules and regulations 
for the nominations and elections required by this section. Sufficiently in ad- 
vance of the first day of January next following the effective date of title I of 
the Farm Credit Act of 1955, and at any time subsequent to the enactment 
thereof, the Farm Credit Administration shall take all action necessary in order 
to permit the elections hereby provided and shall group the several farm credit 
districts into three areas, each of which shall be comprised of four contiguous 
farm credit districts, and a director shall be elected from nominees from each of 
such areas by regional banks for cooperatives of the area and cooperative asso- 
ciations of the area eligible to vote. The three elected directors shall be elected 
for terms of one year, two years, and three years, respectively, as shall be desig- 
nated by the Farm Credit Administration and thereafter elected directors shall 
be elected for terms of three years: Provided, That whenever, as determined by 
the Farm Credit Administration, the sum of the capital stock and subscriptions 
to the guaranty fund of the central bank held by persons other than the Governor 
of the Farm Credit Administration on behalf of the United States and surplus and 
reserve accounts of said bank shall equal or exceed 66% per centum of the total 
capital stock, subscriptions to the guaranty fund and surplus and reserve ac- 
counts of said bank as of the date three months before the expiration of the term 
of office of any appointed director, except the fourth appointed director, whose 
term next expires, the successor to such director shall be elected from nominees 
for a term of three years by regional banks for cooperatives of the area and 
cooperative associations of the area eligible to vote on a basis of areas comprised 
of two contiguous farm credit districts as designated by the Farm Credit Ad- 
ministration. Appointed directors except the fourth appointed director shall 
continue to be replaced by elected directors in accordance with the foregoing 
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provisions until the total number of elected directors shall be six, elected one 
from each of six such areas comprised of two contiguous farm credit districts. 
Whenever, as determined by the Farm Credit Administration, the sum of the 
capital stock and subscriptions to the guaranty fund of the central bank held by 
persons other than the Governor of the Farm Credit Administration on behalf 
of the United States and surplus and reserve accounts of said bank shall not 
equal or exceed 6634 per centum of the total capital stock, subscriptions to the 
guaranty fund and surplus and reserve accounts of the bank as of the date three 
months before the expiration of the term of office of any elected director whose 
term next expires, the successor to such elected director shall, if the number of 
elected directors then exceeds three, be appointed by the Governor of the Farm 
Credit Administration by and with the advice and consent of the Federal Farm 
Credit Board for a term of three years. In any such case where only one addi- 
tional appointed director is needed in order to increase the total number of 
appointed directors to four, and the terms of office of more than one elected 
director next expire, the Farm Credit Administration shall designate the one of 
such next expiring terms of office which shall be replaced by the additional ap- 
pointed director. Any vacancy in the Board whether filled by appointment or 
by election shall be filled for the unexpired term in the same manner in which 
the vacant office was filled. Each regional bank for cooperatives, each coopera- 
tive association which is a direct borrower from the central bank, each holder 
of one or more shares of class C stock in a regional bank for cooperatives which 
is eligible to vote under section 42 (a) (3), and each holder of one or more 
shares of stock in the central bank or any regional bank for cooperatives issued 
before the effective date of title I of the Farm Credit Act of 1955 which is eligible 
to vote shall be eligible to vote for directors of the central bank and each such 
holder shall be entitled to one vote only without regard to the number of shares 
held in any one or more of said banks, and the vote of any such holder of stock 
in more than one bank shall be cast only with respect to elections in the area in 
which is located the main office of such holder. Elected directors shall have 
been, for at least two years, residents of the area for which they are elected. 
No person shall be eligible for nomination, election, or appointment as a director 
if such person has within one year next preceding the commencement of the 
term been a salaried officer or employee of the Farm Credit Administration or 
of any corporation operating under its supervision. Any person who is a mem- 
ber of the Federal Farm Credit Board or a district farm credit board when ap- 
pointed or elected as director shall resign as a member of the Federal Farm 
Credit Board or the district board before assuming his duties as director of the 
central bank. No person who becomes such director shall be eligible to continue 
to serve if he becomes a member of the Federal Farm Credit Board or any dis- 
trict farm credit board or an officer or employee of the Farm Credit Admin- 
istration or an officer or employee of any corporation operating under the super- 
vision of the Farm Credit Administration.” 

Sec. 105. Section 32 of the Farm Credit Act of 1933 is amended to read as 
follows: 

“Sec. 32. Powers oF Boarp oF Drrecrors or CENTRAL BANK.—The Board of 
Directors of the Central Bank for Cooperatives shall elect a Chairman and Vice 
Chairman from among its members. The powers of the Board of Directors shall 
be such powers as may be prescribed in the charter and bylaws with the approval 
of the Farm Credit Administration: Provided, That said Board without limita- 
tion of powers conferred by section 60 shall have power, subject to approval of 
the Farm Credit Administration, to appoint and fix the compensation of the 
chief executive officer and such other officers and employees, experts, and con- 
sultants as may be necessary for the efficient conduct of the bank’s business: 
Provided further, That the chief executive officer of the bank shall not be an 
officer or employee of the Farm Credit Administration.” 

Sec. 106. Section 38 of the Farm Credit Act of 1933 is amended by adding at 
the end of said section the following new sentence: “After the effective date of 
title I of the Farm Credit Act of 1955 any amendment in the terms of the charter 
issued to any bank for cooperatives and any regulation issued under authority of 
this section or otherwise affecting lending operations of any such bank shall be 
consistent with the principle that the central bank shall make loans only in eases 
where it is not practicable for the loan to be made by a regional bank.” 

Sec. 107. Section 41 of the Farm Credit Act of 1933, as amended, is amended 
by adding a new paragraph as follows: 

“Notwithstanding any other provision of law, any officer or employee of the 
Farm Credit Administration or of any bank for cooperatives designated to act 
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as custodian of collateral securing loans made by any such bank to any coop- 
erative association eligible to borrow therefrom may, in accordance with regu- 
lations of the Farm Credit Administration, act at the same time as custodian 
of collateral securing loans made by any other lenders to any cooperative asso- 
ciation eligible to borrow from any such bank.” 

Sec. 108. (a) Section 33 of the Farm Credit Act of 1933 is amended by striking 
the words “Chairman of the Board” in the last sentence of said section and 
substituting in lieu thereof the words “Board of Directors”. 

(b) Section 34 of the Farm Credit Act of 1933, as amended, is amended by 
striking the words “Chairman of its Board of Directors” in the first paragraph 
of said section and substituting in lieu thereof the words “Farm Credit 
Administration”. 

Sec. 109. Subsection (a) of section 8 of the Agricultural Marketing Act, as 
amended, is amended to read as follows: 

(a) Loans to cooperative associations made by any bank for cooperatives 
shall bear such rates of interest as the board of directors of the bank shall from 
time to time determine with the approval of the Farm Credit Administration, 
but in no case shall the rate of interest exceed 6 per centum per annum on the 
unpaid principal of a loan.” 

Sec. 110. (a) Section 65 of the Farm Credit Act of 1933 is amended by striking 
the word “regional” in the first sentence of said section. 

(b) Section 66 of the Farm Credit Act of 1933, as amended, is hereby repealed. 

(c) The second sentence of section 7 (a) of the Farm Credit Act of 1953 is 
hereby repealed. 

(ad) Section 6 of the Act approved January 23, 1932 (47 Stat. 14), is amended 
by- adding immediately following the comma after the word “Act” where it first 
appears the following: “the Farm Credit Act of 1933”. 

Sec. 111. This title shall be applicable to loans made before its effective date 
from the date on which they may be changed by agreement to conform hereto, 
otherwise, except as provided in this title, such loans shall be treated as though 
this title had not been enacted. Any cooperative association owning capital 
stock or guaranty fund credits in any bank for cooperatives issued before the 
effective date of this title which is eligible to vote shall, as long as such eligibility 
continues, be entitled to vote to the same extent as a holder of class C stock 
which is eligible to vote: any cooperative association owning such stock or 
guaranty fund credits shall be entitled to have such stock or credits retired as 
though this title had not been enacted; and any such association may with the 
consent of the bank have such stock or credits, if it is found eligible to own 
class B or class C stock, converted in whole or in part into class B or class O 
stock or equivalent guaranty fund credits: Provided, That any bank for coop- 
cratives with the approval of the Farm Credit Administration may retire at any 
time capital stock or guaranty fund credits issued before the effective date of 
this title held by any cooperative association and may hold the proceeds of such 
retired stock or guaranty fund credits as security for any indebtedness of the. 

association to the bank. 

Src. 112. This title shall take effect on the first day of the month next following 
one hundred and twenty days after its enactment. 


TITLE II—PRODUCTION CREDIT SYSTEM 


; at 201. Section 4 of the Farm Credit Act of 1933 is amended to read as 
ollows: 

“Sec. 4. (a) CLASsSEs OF Stock ; AMOUNT; Par VALUE; OWNERSHIP; DIvIpENDS; 
PREFERENCE UPON Liquimation.—Each production credit corporation shall have 
the following classes of stock, all of which shall have a par value of $100 per 
share: 

(1) Class A stock shall be issued to and held by the Governor of the Farm 
Credit Administration on behalf of the United States in exchange share for share 
for stock of the respective production credit corporations held by the Governor 
on the effective date of title II of the Farm Credit Act of 1955. Class A stock 
shall be nonvoting and no dividends shall be paid thereon. At the end of 
euch fiscal year, each of such corporations shall determine the amount of 
class A stock that it shall retire, which shall not be less than 10 per centum 
of the amount of stock of the corporation held by the Governor on behalf of 
the United States on the effective date of title II of the Farm Credit Act of 
1955 ; Provided, That any amount retired in excess of such 10 per centum in 
one year may be used to reduce to that extent the amount of stock required to 





8 FARM CREDIT ACT OF 1955 


be retired in any subsequent year. Funds from the retirement of class A stock 
shall be paid into the revolving fund authorized by section 5 and shall continue 
to be available for the purchase of class C stock in accordance with paragraph 
(3) of this subsection. 

(2) Class B stock may be issued only to production credit associations. 
Such stock shall be issued at par and no dividends shall be paid on it. Each 
holder of class B stock shall be entitled to one vote for each share of stock 
held by it. Each production credit corporation shall from time to time deter- 
mine the amount of its class B stock which shall be subscribed to and purchased 
by the production credit associations of the district. The minimum amount of 
such stock subscribed to and purchased by such associations shall not be less 
than an amount computed as the sum of the following: As to each association, 
3 per centum of the amount of its stock held by persons other than the corporation 
or $5,000, whichever is the greater. The subscriptions to such stock by the 
associations shall be allocated by the corporation upon an equitable basis and 
the amounts of subscriptions and purchases of such stock by the associations 
may be adjusted annually: Provided, That such stock of a corporation outstand- 
ing shall not be less than such minimum. The stock ownership requirements 
of this subsection shall also apply to any association organized after the effective 
date of title II of the Farm Credit Act of 1955. In case of liquidation or dissolu- 
tion of any association, the stock of the corporation owned by such association 
shall be canceled and the association paid the par value of such stock. 

“(3) Class C stock may be issued in amounts approved by the Farm Credit 
Administration. The Governor of the Farm Credit Administration may purchase 
class C stock of any production credit corporation from time to time in such 
amounts as he determines are required to meet the credit needs of the district 
served by such corporation. Payments for stock purchased by the Governor 
shall be made out of the revolving fund authorized by section 5 and such stock 
shall be held by him on behalf of the United States. Class C stock shall be 
issued only at par and shall be nonvoting. When declared by its board of 
directors and approved by the Farm Credit Administration, any such corpora- 
tion may pay dividends on class C stock at a rate not exceeding the average 
annual rate of interest on all public issues of public debt obligations of the 
United States issued during the fiscal year next before any such dividend is so 
declared, as certified to the Farm Credit Administration by the Secretary of the 
Treasury. Dividends on class C stock shall not be cumulative. After all class A 
stock has been retired, class C stock may be called for retirement at par in 
amounts approved by the Farm Credit Administration. 

“(4) In the case of liquidation or dissolution of any production credit cor- 
poration, after the payment or retirement, as the case may be, first, of all lia- 
bilities; second, of all class A stock at par and all class C stock at par; any 
sums remaining shall be paid pro rata to the holders of outstanding class B 
stock. 

“(b) PAYMENT OF EXPENSES OF PRODUCTION CREDIT CORPORATIONS BY PRopUC- 
TION Crepit AssOcIATIONS.—Beginning on the effective date of title II of the 
Farm Credit Act of 1955 expenses of each production credit corporation shall be 
allocated in such manner and amounts as shall be determined by the board of 
directors of the corporation and shall be paid by the production credit associa- 
tions of the district: Provided, That such allocations shall be made annually 
and shall be progressively increased in such manner that no later than the tenth 
year after the effective date of title II of the Farm Credit Act of 1955 all ex- 
penses of the corporation not covered by income of the corporation shall be 
paid by such associations. 

“(c) PosTPONEMENT OF STOCK RETIREMENT AND PAYMENT OF DXPENSES UNDER 
SproiAL CrrcumstaNnces.—Notwithstanding the foregoing provisions of this 
section— 

“(1) the board of directors of a production credit corporation may, be- 
cause of adverse conditions in the district, reduce the amount of class A 
stock to be retired during any year to the extent the board determines 
necessary in order to meet the credit needs of the district: Provided, That 
all class A stock of the corporation shall be retired on or before the end of 
the tenth year after the effective date of title II of the Farm Credit Act 
of 1955 ; and 

“(2) the board of directors of a production credit corporation may, be- 
cause of adverse conditions in the district, defer in whole or in part the 
amounts which otherwise would be paid by the production credit associations 
under subsection (b) of this section in any year to the extent the board 
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determines necessary in order to enable the associations to provide ade- 
quate credit service to farmers at reasonable costs: Provided, That after 
the thirteenth year following the effective date of title II of the Farm 
Credit Act of 1955 all expenses of the corporation not covered by income 
of the corporation shall be paid by such associations. ; 

“(d) Any action by the board of directors of any production credit corpora- 
tion under the provisions of this section shall be subject to the approval of the 
Farm Credit Administration.” i 

Seo, 202. Section 21 of the Farm Credit Act of 1933 is amended by striking out 
of the fifth sentence the words “All stock shall share in dividend distributions 
without preference” and substituting therefor the words “Dividends may be 
paid on class A and class B stock without preference or on class A stock alone, 
as the board of directors of the association may determine”. 

Sec. 203. Section 22 of the Farm Credit Act of 1933 is amended to read as 
follows: 

“Seo. 22. (a) Each production credit association shall, at the end of each 
fiscal year, apply the amount of its earnings in excess of operating expenses 
(including provision for reasonable valuation reserves) during such fiscal year, 
first, to the restoration of the impairment, if any, of capital; and, second, to the 
establishment and maintenance of a surplus account, the minimum amount of 
which shall be prescribed by the production credit corporation. 

“(b) A production credit association may pay dividends of not to exceed 
7 per centum per annum when such payments are approved by the production 
credit corporation of the district and are consistent with policies established 
under regulations issued by the Farm Credit Administration.” 

Sec. 204. The amounts in the guaranty fund reserve and the reserve account 
for bad and doubtful debts of each production credit association shall, as of 
the effective date of this title, be transferred to the surplus account of such 
association established pursuant to the provisions of section 22 of the Farm 
Credit Act of 1983 as amended by section 203 of this title. 

Sec. 205. Section 23 of the Farm Credit Act of 1933 is amended to read as 
follows: 

“Sec. 23. Each production credit association shall, under such rules and regu- 
lations as may be prescribed by the production credit corporation of the district 
with the approval of the Farm Credit Administration, invest its funds and make 
loans to farmers for general agricultural purposes. Such loans shall be made 
on such terms and conditions, at such rates of interest, and with such security 
as may be prescribed by the corporation. No borrower shall be indebted to the 
association at any one time in an amount in excess of 15 per centum of the capital 
and surplus of the association unless the loan has the prior approval of the 
corporation, or in excess of 35 per centum of the capital and surplus of the asso- 
ciation unless the loan also has the prior approval of the Farm Credit Adminis- 
tration. Borrowers shall be required to own, at the time the loan is made, class 
B stock of the association in an amount equal in fair book value (not to exceed 
par), as determined by the association, to $5 per $100 or fraction thereof of the 
amount of the loan. Such stock shall not be canceled or retired upon payment 
of the loan but may be transferred or exchanged as provided in section 21 
of this Act.” 

Seo. 206. The last sentence of section 63 of the Farm Credit Act of 1933 is 
hereby amended to read as follows: “The exemption provided herein shall not 
apply with respect to any production credit association or its property or income 
after the class A stock held in it by the production credit corporation has been 
retired, or with respect to the Central Bank for Cooperatives, or any production 
credit corporation or bank for cooperatives, or its property or income after the 
stock held in it by the United States has been retired.” 

Seo. 207. (a) The Government Corporation Control Act is amended by deleting 
from section 101 the following: “production credit corporations ;” ; by inserting 
“production credit corporations, (4)" in section 201 immediately following “(3)” ; 
and by changing “(4)” to “(5)”. 

(b) Section 3679 of the Revised Statutes, as amended, is amended by strik- 
ing the period at the end of subsection (d) (2) of said section and adding in 
lieu thereof the following: “, or to any production credit corporation organized 
pursuant to the Farm Credit Act of 1933.”. 

(c) No appropriation Act shall apply to a production credit corporation on 
and after the effective date of this title. 

Sec. 208. This title shall become effective the first day of the fiscal year next 
commencing after its enactment. 
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TITLE III—FEDERAL LAND BANK SYSTEM 


Seo. 301. Sections 3, 7, and 8 of the Federal Farm Loan Act, as amended, are 
amended— 


(a) by changing next to the last paragraph of section 3 to read as fol- 
lows: “The Farm Credit Administration shall prescribe a form for the 
statement of condition of national farm loan associations and land banks 
under its supervision, which shall be filled out by each such association 
or bank and transmitted to said administration as required by it.” ; 

(b) by changing the fifth sentence of the fourth paragraph of section 7 
‘to read as follows: “He shall make a report to the Farm Creait Administra- 
tion as required by it upon forms to be provided for that purpose.”; and 

(c) by deleting the last sentence of section 8. 


Sec, 302. The last paragraph of section 5 of the Federal Farm Loan Act, as 
amended, is repealed. 

Sec, 3038. Section 10 of the Federal Farm Loan Act, as amended, is amended 
by adding at the end thereof a new paragraph as follows: 

“Notwithstanding any other provision of this Act to the contrary, subject 
to the approval of the Farm Credit Administration, the investigation and the 
written report or reports on the value of the security offered for a Federal land 
bank loan, which otherwise are required by this section to be made by land 
bank appraisers appointed under the authority of section 3 of this Act, may be 
made, in accordance with appraisal standards prescribed by the Farm Credit 
Administration, by any person (including a person who is secretary-treasurer 
of a national farm loan association) designated so to do by the Federal land 
bank of the district ; a Federal land bank is authorized to make a loan, if other- 
wise authorized, on the basis of such an investigation and report by a person so 
designated; and a loan so made shall be eligible as collateral for farm Joan 
bonds under section 19 of this Act, if otherwise qualified thereunder: Pro- 
vided, That, within one year, the land bank shall obtain a written report on 
the security for the loan by a land bank appraiser appointed under section 3 
of this Act, in terms and form prescribed by the Farm Credit Administration, 
and such a loan shall be eligible as collateral for farm loan bonds thereafter 
only if such report by a land bank appraiser establishes that the security meets 
the standards prescribed by the Farm Credit Administration for a land bank 
loan, and in no event shall any such loan thereafter be carried as such col- 
lateral for bonds at more than 65 per centum of the normal value of the security 
as determined by such land bank appraiser. Except as otherwise specifically 
provided in this paragraph, all provisions of this Act relating to loans made 
through national farm loan associations shall, insofar as applicable, apply with 
respect to loans made on such investigations and written reports by such desig- 
nated persons.” 

Sec. 304. Section 12 of the Federal Farm Loan Act, as amended, is amended— 

(a) by changing paragraph “Fourth” to read as follows: “Such loans 
may be made for general agricultural purposes and other requirements of 
the owner of the land mortgaged, under rules and regulations of the Farm 
Credit Administration.” ; 

(b) by striking out the period at the end of the second sentence of para- 
graph “Fifth” and adding the following: “; and, consistent with community 
standards, the appraisal may also reflect home advantages, and the availa- 
bility to a typical operator of the property of earnings from other depend- 
able sources to supplement the normal earning power of the farm.” ; 

(c) by striking out “the raising of livestock” wherever it appears in next 
to the last sentence of paragraph “Sixth” and substituting therefor “farm- 
ing operations” and by striking out of such sentence “Land Bank Com- 
missioner” and substituting therefor “Farm Credit Administration”; and 

(d) by striking out “$100,000” from paragraph “Seventh” and substitut- 
ing therefor “$200,000”, and by striking out of such sentence “but loans to 
any one borrower shall not exceed $25,000 unless approved by the Land 
Bank Commissioner,”. 

Sec. 305. Paragraph “Nineteenth” of section 13 of the Federal Farm Loan Act, 
as amended, is amended by adding at the end thereof a new sentence as follows: 
“Such a deferment may be permitted for other purposes for a period not exceed- 
ing five years under regulations prescribed by the Farm Credit Administration.”. 

Sec. 306. (a) That part of section 23 of the Federal Farm Loan Act, as 
amended, which precedes the last paragraph, is amended to read as follows: 
“Every Federal land bank shall semiannually carry to reserve account a sum not 
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less than 50 per centum of its net earnings until said reserve account shall show 
a credit balance equal to the outstanding capital stock of said land bank. After 
said reserve is equal to the outstanding capital stock 10 per centum of the net 
earnings shall be added thereto semiannually until said reserve aceount shall 
show a credit balance equal to 150 per centum of the outstanding capital stock 
of said land bank, and any land bank having a credit balance in said reserve 
account in excess of 150 per centum of its outstanding capital stock may with- 
draw such excess from said reserve account with the appreval of the Farm 
Credit Administration. Whenever said reserve shall have been impaired it 
shall be fully restored before any dividends are paid. 

“After deducting the 50 per centum or the 10 per centum hereinbefore directed 
to be deducted for credit to reserve account, any Federal land bank may declare 
a dividend or dividends to shareholders of the whole or any part of the balance 
of its net earnings, but only with the approval of the Farm Credit Administration. 

“The reserves of land banks shall be invested in accordance with rules and 
regulations prescribed by the Farm Credit Administration.” 

(b) The second sentence of section 24 of the Federal Farm Loan Act, as 
amended, is amended by striking out the period at the end thereof and adding 
the following: “until said reserve account shall show a credit balance equal to 
50 per centum of the outstanding capital stock of said association, and any as- 
sociation having a credit balance in said reserve account in excess of 50 per 
centum of its outstanding capital stock may withdraw such excess from said 
reserve account with the approval of the Farm Credit Administration.”. 

(c) The amendments made by (a) and (b) of this section shall become 
effective on the next January i or July 1 whichever first succeeds enactment 
hereof. 

Sec. 307. Section 601 (a) of the Department of Agriculture Organic Act of 
1944 is amended by inserting after “Federal land banks,”’, the second time it 
appears therein, “national farm loan associations,”; by striking out “joint- 
stock land banks,” wherever it appears therein; and by striking out the period 
at the end thereof and inserting “, except that the amounts apportioned to 
national farm loan associations shall be assessed against and collected from 
the Federal land bank of the district which may in turn collect such amounts 
from the associations in a manner approved by the Farm Credit Administration.”’. 


TITLE IV—MISCELLANEOUS PROVISIONS 


Seo. 401. Section 5 (d) of the Farm Credit Act of 1937, as amended, is 
amended— 


(a) by substituting “six months” for “three months” wherever it occurs 
in paragraph (2) thereof; and 
(b) by adding at the end thereof a new paragraph as follows: 


“(4) As directed by the Farm Credit Administration, the election of a 
director under section 5 (d) (2) by any group may be begun any time within 
six months before the expiration of the term of office to which the director 
is to succeed, subject to the required determination being made as of the date 
six months before the expiration of such term of office that a director so elected 
by such group is to serve in lieu of a district director (or third district director) .” 

Sec. 402. Section 4 of the Farm Credit Act of 1953 is amended— 


(a) by inserting in the first proviso in subsection (a) “all persons so tied 
shall be considered designated as nominees” in lieu of ‘“‘the procedure pre- 
scribed therein shall be followed again until the tie is broken”; 

(b) by inserting before the period at the end of the second sentence of 
subsection (b) “, except that one full term of six years shall be considered 
to include an additional four months if the particular term is one which 
was legally extended for an additional four months”; and 

(c) by adding the following additional sentence at the end of subsection 
(c); “All terms of office which otherwise would expire on November 30 of 
any year following enactment of this sentence are extended four months 
to expire on the following March 31 so that the term of office of all successors 
to the terms so extended shall begin with the first day of April.”. 


Sec. 403. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the appli- 
eation of such provisions to other persons or circumstances, shall not be affected 
thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 
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The CuHarrMan. We have the very distinguished Governor of the 
Farm Credit Administration, R. B. Tootell, with us this morning, I 
want to apologize to you gentlemen for keeping you waiting, but we 
had an executive session scheduled on a number of matters. We did 
not think it would take more than a few minutes, but when you have 
this many Congressmen together, it results in a lot of talking. 

Governor Tootell, we shall be glad to hear you now, 


STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION 


The CHarrMan. I am sure, Governor, that all of these men in the 
room are familiar with your work on these matters. 

Mr. Toorett. I believe most of them at least, Congressman Cooley. 

Mr. Chairman, and gentlemen of the committee, it is indeed a pleas- 
ure to have this opportunity to appear before you and present the 
views of the Farm Credit Administration on H. R. 5168, a bill to 
effect certain changes in the laws relating to our nationwide coop- 
erative Federal farm credit system. 

_ Section 2 of the Farm Credit Act of 1953 states the policy of the 
Congress with respect to the management, control, and ownership of 
our system. It reads: 

Sec. 2. It is declared to be the policy of the Congress to encourage and facil- 
itate increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administration, 
and the provisions of this Act shall be construed in keeping with this policy. 
The Federal Farm Credit Board hereinafter provided for shall within one year 
after appointment make recommendations to the Congress of means, supple- 
mental to those provided by this Act, of carrying into effect such declared policy, 
including, but not limited to, means of increasing borrower participation in 
ownership of the Federal Farm Credit System to the end that the investment 
of the United States in the Federal intermediate credit banks, production credit 
corporations, Central Bank for Cooperatives, and regional banks for coopera- 
tives may be retired. 

This statement of policy has been well received by the users of the 
system who are anxious to see its objectives accomplished. 

Since it took office in December 1953, the Federal Farm Credit Board 
has devoted a large share of its time to a study of ways and means of 
converting all of our permanent credit institutions to user ownership 
to the end that the capital investment of the United States therein 
may be retired over a reasonable period of years, without in any man- 
ner impairing the financial stability necessary to enable them to con- 
tinue their credit services to American agriculture on a sound business 
basis, , 

As a result of these studies, and as required by section 2 of the Farm 
Credit Act of 1953, the Federal Farm Credit Board on December 8, 
1954, transmitted to the Congress its report containing recommenda- 
tions for legislation to carry out the stated policy of the Congress. 

This report was referred to the House Committee on Agriculture 
and the Senate Committee on Agriculture and Forestry and was 
printed as Senate Document 7, 84th Congress, 1st session. H. R. 5168 
embodies most of the recommendations contained in that report. 

Before discussing H. R. 5168, I would like to very briefly outline our 
Federal farm credit system. It consists of the following: 
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1. The Farm Credit Administration which supervises, examines, 
and coordinates the activities of the credit agencies in the Federal farm 
credit system. The Farm Credit Administration consists of the Fed- 
eral Farm Credit Board, the Governor, and its other officers and 


i 

2. The Federal land bank system established pursuant to the Fed- 
eral Farm Loan Act, approved July 17, 1916. It consists of 12 Fed- 
eral land banks which provide farmers and ranchers with long-term 
credit on farms and ranches through approximately 1,100 national 
farm loan associations. 

3. The Federal intermediate credit bank system established pur- 
suant to the Agricultural Credits Act of 1923. It consists of 12 banks 
which discount paper for or make loans to production credit associa- 
tions and certain private credit agencies which make short-term agri- 
cultural loans to farmers and ranchers. 

4. The production credit system created by the Farm Credit Act of 
1933. It consists of 12 production credit corporations and 498 pro- 
duction credit associations. The production credit corporations su- 
pervise the production credit associations which make short-term 
agricultural loans to farmers and ranchers. 

5. The system of banks for cooperatives also created by the Farm 
Credit Act of 1933. It includes 12 regional banks for cooperatives 
and one Central Bank for Cooperatives, which extend credit to 
farmers’ marketing, purchasing, and service cooperatives. 

6. The Federal Farm Mortgage Corporation organized under the 
Federal Farm Mortgage Corporation Act of 1934. This is the cor- 
poration which made the Land Bank Commissioner-type loan under 
the Emergency Farm Mortgage Act of 1933. It is now principally 
engaged in liquidating the remaining loans so made and the assets 
which it acquired in connection with such loan program. 

The United States is divided into 12 farm credit districts and in 
each district there is a Federal land bank, a Federal intermediate 
credit bank, a production credit corporation, and a bank for coopera- 
tives. In order to coordinate the operations of each of these institu- 
tions in each district there is a district farm credit board, the members 
of which are ex officio directors of each of the institutions. However, 
each of the institutions has its own officers elected by its board of 
directors, 

Each district board now consists of 7 members selected as follows: 
2 members elected by the district national farm loan associations; 2 
members elected by the district production credit associations; 1 mem- 
ber elected by the cooperative associations, which hold stock in the 
regional bank for cooperatives; and 2 members appointed by the Gov- 
ernor of the Farm Credit Administration. 

The bill is divided into four titles: Title I relates to banks for coop- 
eratives; title II relates to the production credit system; title III to 
the Federal land bank system; and title IV contains miscellaneous 
provisions relating to the conduct of elections pertaining to member- 
ship on district farm credit boards and to nominees for appointment 
to, and the terms of office of members on, the Federal Farm Credit 
Board. 

I would like to make a brief statement with respect to each of the 
credit systems affected by the legislation, the principal provisions of 

63138—55——2 
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oe oe pertaining thereto, and the objectives to be accomplished 
thereby. 

Title I, banks for cooperatives : The system of banks for cooperatives 
consists of 13 banks, 12 regional banks for cooperatives, 1 located in 
each farm credit district, and the Central Bank for Cooperatives, lo- 
cated in Washington, D.C. Upon organization, the banks were capi- 
talized by the United States out of the revolving fund from which the 
Federal Farm Board previously made loans under the Agricultural 
Marketing Act of 1929. The original capitalization amounted to $110 
million. As the credit service of these banks to farmers’ cooperatives 
increased, capital subscriptions by the United States increased until 
they reached $178.5 million in 1945. 

Although the banks have continued to increase their credit services 
to coanenenny such subscriptions have now been reduced to $150 
million. 

Farmers’ cooperative associations borrowing from the banks are re- 
quired to purchase capital stock or subscribe to the guaranty fund, both 
of which will be hereafter referred to as capital stock, of the banks in 
stated amounts related to the size and type of loans. As of December 
31, 1954, cooperative associations held capital stock totaling $19,904,- 
400, and the banks had earned surplus a reserves in the sum of $81,- 


720,003. A balance of approximately $35.7 million remains in the 
revolving fund available for further subscriptions to capital in these 
banks if the need therefor should arise. 

The banks for cooperatives obtain their loan funds, in addition to 
the capital and surplus, through the sale of debentures to the public 
and by loans one 


1e Federal intermediate credit banks and commer- 
cial banks. 

Since August 23, 1954, the banks have been authorized to sell con- 
solidated collateral trust debentures which are the joint and several 
obligations of all of the banks. Prior to that date, only the Central 
Bank had the authority to issue and sell debentures, The first issue of 
consolidated debentures was dated February 1, 1955, and was issued 
to refinance an issue of Central Bank debentures. It is felt that the 
authority to issue consolidated debentures gave the banks a broader 
base for borrowings and should assist the banks to rely more heavily 
upon the use of borrowed funds in their lending operations. 

As previously stated, the banks for cooperatives make loans to 
farmers’ marketing, purchasing, and service cooperatives. The loan 
programs of the 12 regional banks and the Central Bank are coordi- 
nated to avoid duplication of operations and lending authority. Lend- 
ing limits are established by the Farm Credit Administration for the 
regional banks based on a percentage of their capital, surplus, and 
reserves depending on the type of loan. These Seta limits are 
sufficient to enable the regional banks to meet the needs of most co- 
operative associations. When the amount of loans applied for by a 
single borrowing association would exceed the lending limits of a 
regional bank, the amount above the lending limit is offered to the 
Central Bank. Thus a regional bank, with the Central Bank partici- 
pating in the larger loans, has been able to distribute the risk, and 
the system has been able to render adequate credit service on a sound 
basis to both large and small farmers’ cooperatives throughout the 


Nation. 
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The Central Bank makes a few loans direct. Also, it has served as 
a source of funds for the district banks which has permitted greater 
use of the resources of the system. 

Under present law, the required capital-stock purchases by bor- 
rowing cooperatives will not furnish sufficient capital funds to permit 
the banks to operate on a sound basis and meet the credit needs of 
farmers’ cooperatives. As presently organized, the use of Govern- 
ment capital is essential to continued operation of the system. 

The primary purpose of title I of he bill is to provide a plan under 
which the banks would be organized on a ke cooperative basis. 
Borrowing cooperatives would continually make capital contributions 
to the system so long as they used its credit service. Each year final 
net savings, after taxes, dividends, reserves, and surplus requirements, 
would be distributed as patronage refunds to borrowing cooperatives 
in the form of capital stock, all of which capital would remain in the 
system until all of the capital stock of the United States had been 
retired. Each year Government capital would be retired in an amount 
equal to the required stock contributions of and the patronage refunds 
to the borrowing cooperatives. 

The Central Bank would also be reorganized to give the borrowing 
cooperatives of the system greater participation in the management 
and control of the bank. At the present time, this bank has a Board 
of Directors consisting of 7 members, 6 of whom are appointed by 
the Governor of the Farm Credit Administration. The seventh 
member is an officer or employee of the Farm Credit Administration 
designated by the Governor. He also serves as the Chairman of the 
Board and as the chief executive officer of the bank. 

Under the bill, 4 members would be appointed by the Governor 
and 3 would be elected by the district banks for cooperatives and the 
system’s borrowing cooperative associations. However, whenever 
the sum of the capital stock held by the regional banks and by coop- 
eratives and the surplus and reserves of the bank equaled or exceeded 
6624 percent of the total capital stock, surplus, and reserves, they 
would elect 6 members of the Board and the Government would ap- 
point the seventh member. The Board of Directors would elect its 
Chairman from its own number and would appoint the bank’s chief 
executive officer and its other personnel subject to the approval of 
sen arm Credit Administration as is the case as regards the regional 

Title I, therefore, provides a plan for increased borrower participa- 
tion in the management and control of the Central Bank for Coop- 
eratives and in the ownership of the system of banks for cooperatives 
on a permanent basis to the end that the capital investment of the 
United States therein may be retired within a reasonable period of 
time. 

Title II, production credit system: Title II of the bill relates to 
the production credit system which consists of 12 production credit 
corporations, which are wholly Government owned, and 498 pro- 
duction credit associations. Currently, 415 of the production credit 
associations are wholly member-owned and 83 are jointly owned by 
their members and the production credit corporations of their 
respective districts. 

en this system was established in 1933, the production credit 
corporations were created as wholly owned Government corporations 
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to organize, capitalize, and supervise the production credit associa- 
tions in each district so that short-term agricultural credit would be 
available to farmers and ranchers throughout the United States on 
a cooperative basis. 

The corporations were capitalized by stock subscriptions made on 
behalf of the United States out of a revolving fund of $120 million. 
As each association was organized, the corporation subscribed to the 
initial capital in order to enable it to commence operations. Approxi- 
mately $90 million of the corporations capital was used to purchase 
stock in the associations. As the financial position of the associations 
grew on a sound basis through capital contributions made by their 
members and through the accumulation of earnings, the capital stock 
held by the corporations was retired and the proceeds were returned 
to the corporations. By this process, the associations are being con- 
verted into member-owned associations, as all but approximately $3 
million of the original approximately $90 million has been returned. 

As of December 31, 1954, member-owned stock in the 498 associa- 
tions was as follows: Class A stock, $25,019,916; class B stock, 
$69,590,065. No class C stock has been sold. 

As of December 31, 1954, the corporations had outstanding stock 
owned by the United States in. the amount of $31,735,000 and earned 
surplus and reserves totaling $14,037,840. There remains in the re- 
volving fund $58,265,000 available for possible future subscriptions to 
stock in the corporations, $30 million have been returned from the 
original revolving fund to the general fund of the Treasury. All of 
the operating costs of the corporations are paid out of earnings on 
their investments or out of their accumulated surplus funds. 

The purpose of these provisions of title II relating to the produc- 
tion credit corporations is to provide a plan of organization for the 
production credit system whereby both the associations and the cor- 
porations could continue to provide their services to agriculture 
without the aid of Government capital. 

It is contemplated that within a reasonable period of time all of 
the production credit associations will be member-owned under the 
present law providing for the retirement of the small amount of 
corporation capital remaining in them. Under the provisions of 
title II, the corporations would become owned by the production 
credit associations in the manner described below. 

In each district, the production credit associations would subscribe 
to a specified minimum amount of capital stock to furnish the base 
capital stock of the corporation. Thereafter each year 10 percent 
of the stock held by the United States on the effective date of such 
purchase would be retired. In this manner, all of the Government 
capital would be retired within a period of 10 years. As the corpora- 
tion is not a lending institution, it does not need a substantial amount 
of capital over and above that necessary to furnish supplemental 
capital to production credit associations, if it has a dependable source 
of income with which to pay its operating expenses. During the 
10-year period when the Government stock is being retired, the pro- 
duction credit associations would gradually assume the expenses of 
the production credit corporations not covered by other income. A 
minimum of 10 percent would be assumed the first year, a minimum 
of 20 percent the second year, and so on until all of the cost of their 
supervision is paid annually by the associations. 
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Certain flexibility features are included in the bill to take care of 
unusual circumstances that may arise during the period of conversion. 
In this manner the corporations would be converted to coopera- 
tively owned supervisory corporations operating in the same manner 
and capacity as they presently do as wholly Government-owned 
er ee tube 
‘he supervision of the production credit associations by the produc- 
tion credit corporations has contributed greatly to their growth and 
development and to the credit service which they have rendered to 
agriculture. 

The plan of supervising production credit associations through in- 
dependent corporations under the management of the district farm 
credit boards was well conceived. It has worked well and it has per- 
mitted supervision largely at the district level. With experience and 
their own reserves, less supervision is required than in the beginning. 
However, since they are federally chartered institutions, the produc- 
tion credit associations continue to be vested with a public interest even 
after they have retired all Government capital and thus they must 
continue to be supervised. In view of the record of achievement of 
this system in service to agriculture and in the development of mem- 
ber-owned associations, we believe that immediate supervision should 
be continued through the corporations, with the associations purchas- 
ing the corporations and paying their administrative costs under the 
plan outlined. 

While the corporations would be owned by the associations, and 
would have sufficient funds under normal conditions to assist in the 
capitalization of the production credit associations needing additional 
capital for temporary purposes, they would not be able to meet the 
capital needs of the associations in the event of widespread, prolonged, 
or severe periods of distress in agriculture. 

In order that the system can stand ready at all times to meet the 
credit needs of agriculture on a local, district, or national basis, the 
bill provides that the Government could at any time when conditions 
warranted purchase preferred stock in the district corporations to 
enable them to buy stock in the associations, thus furnishing perma- 
nence, stability, and dependability which agriculture can at all times 
rely upon as a source of short-term credit. 

Title TI of the bill also contains certain provisions relating to the 
financial structure of the production credit associations which we be- 
lieve should be enacted in the best interest of sound operations and 
management of the association. Briefly, these proposed amendments 
provide: 

1. That an association may pay dividends on class A stock, which 
may be termed investment stock, without paying dividends on class 
B stock, which is the stock required to be held by a member to qualify 
for the credit services of the association. 

2. That the capital accounts into which earnings are to be placed be 
redesignated, and the requirements in regard thereto be restated, to 
give the association directors an opportunity to make greater use of 
such capital funds in the business of the association. 

3. That the general tax exemption of a production credit associ- 
ation shall apply only so long as a production credit corporation holds 
class A stock in it. 
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We believe that all of the provisions of title II are in furtherance 
of the above-stated policy of the Congress. 

Title III, Federal land bank system: Title III of the bill contains 
proposed amendments relating to the land-bank system, the purpose 
and objective of which are to increase borrower participation in the 
operations of the system, to increase operating efficiency, and to ren- 
der a more complete long-term credit service to agriculture. 

The Federal land bank system consists of 12 Federal land banks 
and approximately 1,100 national farm loan associations. All of the 
national farm loan associations are capitalized and owned by their 
members, and all of the capital stock of each Federal land bank is 
owned by the national farm loan asociations; therefore, the land 
bank system is wholly member-owned. As of December 31, 1954, the 
national farm loan associations owned $78 million of capital stock in 
the land banks, and the land banks had earned surplus and reserves 
totaling $260 million. 

Initially this system was primarily capitalized by the United States, 
under a plan which provided for eventual borrower ownership through 
the retirement of the Government’s capital stock subscriptions as 
capital contributions of members increased. 

The land banks make their loans to farmers and ranchers through 
the national farm loan associations. Each borrower must be a mem- 
ber of the association through which he obtains a loan and he must 
purchase stock in the association in an amount equal to $5 for each 
$100 borrowed. The association, in turn, must have a like amount 
of stock in the land bank. 

When the Government had capital invested in the land banks, the 
law required that each year an amount equal to 25 percent of the 
subscriptions by the national farm loan associations be retired. Origi- 
nally the Government made stock subscriptions totaling about $9 
million. By 1932 this figure had been reduced to about $150,000. 
However, in order to enable the banks to render their credit services 
to agriculture during the severe depression of the early 1930’s, in 1932 
$125 million was made available for subscriptions by the United 
States to capital stock of the Federal land banks, and under subsequent 
lerislation, the first of which was enacted in 1933, the United States 
subscribed to the paid-in surplus of the banks in the amount of ap- 
proximately $189 million to enable the banks to grant deserving bor- 
rowers extensions and deferments of payments due on mortgage loans. 
By 1947, the banks had repaid all of these funds, and have since been 
completely evnben-opinall 

The banks obtain their loan funds over and above their capital by 
the sale of consolidated farm loan bonds to the public. These bonds 
are the joint and several obligations of the banks, and are not guaran- 
teed either as to principal or interest by the United States. As of 
December 31, 1954, the banks had outstanding consolidated bonds in 
the principal sum of approximately $1,030 million. 

At the present time, the banks can make loans on farm properties 
in amounts not in excess of 65 percent of the normal value of the 
individual farm offered as security as that value is determined by 
land bank appraisers. These appraisers are employees of the Farm 
Credit Administration and they operate under appraisal standards 
prescribed by the Farm Credit Adriimistration. Loans so made are 
eligible collateral for the consolidated bonds issued by the banks. 
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In order to increase the responsibility of the banks and the asso- 
ciations in the lending operations of the system and to permit them 
to render more effective credit service to agriculture, the bill con- 
tains a provision which would permit loans to be closed by the banks 
on appraisals made by any individuals designated by the bank, pro- 
vided such appraisals are made in accordance with appraisal stand- 
ards of the Farm Credit Administration. This would permit the 
banks to designate qualified national farm-loan association em- 
ployees as appraisers, and place the initial responsibility on the 
member-owned national farm-loan associations for their lending 
operations. The loans would be immediately eligible for bond col- 
lateral but they would be appraised by duly appointed land-bank 
appraisers within 1 year after they are made to make certain that 
they conform to the appraisal standards and are qualified as bond 
collateral. The experience of the banks and the associations gained 
over almost 40 years of operation warrants and justifies this for- 
ward step in the increased responsibility of the banks and associa- 
tions in the operation and management of their system. 

Title III of the bill also contains provisions which would enable 
the banks to increase the credit service which they offer to associa- 
tion members by: 

1. Broadening the purposes for which loans may be made to include, 
in addition to general agricultural purposes, other credit require- 
ments of the borrower under rules and regulations of the Farm 
Credit Administration. 

2. Authorizing the recognition of nonfarm earnings and the value 
of the farm as a home in determining the value of the security of 
the farm in order to enable the banks to extend their credit services 
to a larger number of part-time farm operators. 

3. Authorizing loans to be made to corporations engaged in gen- 
eral farming operations on the same basis as loans are now made to 
corporations engaged in raising livestock. This would limit the 
authority to closely held or family-type corporations. 

4. Increasing the loan limit to any one borrower from $100,000 to 
$200,000. This would permit the banks to keep pace with our ex- 
panding economy and to be of service to the owners of the larger 
farms and ranches. 

Title III also has several provisions relating to operating prob- 
lems which will be explained as the bill is discussed in detail. 

We feel that all of the provisions of this title are sound and will 
be beneficial to the land bank system and to agriculture generally. 

Title IV, Miscellaneous Provisions: Title IV contains provisions 
designed to facilitate the elections of additional elected directors 
to the district farm-credit boards and the appointment and con- 
firmation of members of the Federal Farm Credit Board. 

The Farm Credit Act of 1953 authorized the election of three addi- 
tional elected directors to replace appointed members of the district 
farm credit boards under stated conditions. As presently drafted, the 
elections must be held within a period of 3 months prior to the date 
the director is to take office. Experience has shown that this period 
is too short to allow the voters to participate therein in an economical 
and practical manner. We recommend amendments which would 
grant a period of 6 months for the conduct of the elections. 
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Under the provisions of the Farm Credit Act of 1953, the national 
farm loan associations, the production credit associations, and the 
borrowers from the bank for cooperatives of each district are to name 
a nominee for the consideration of the President in appointing a 
member of the Federal Farm Credit Board from their district. If 
there should be a tie in the nomination poll conducted for any one 
group the tie must be broken by conducting a further poll. This could 
disrupt the schedule for submitting the names to the President for 
timely apointment and would result in a costly additional nomination 
poll. We are recommending that this be avoided by an amendment 
providing that the names of all who tie be submitted to the President 
for his consideration. 

Also under the provisions of the 1953 act the terms of office of all 
members of the Federal Farm Credit Board terminate on November 
30. The appointment of each member must be confirmed by the 
Senate. Under these circumstances there is always a delay in an 
appointed member taking office as usually the Senate is not in session 
until some time after the commencement of the term of office. We be- 
lieve that the matter of getting new members into office as soon after 
their statutory term of office commences would be greatly facilitated 
if the expiration date of all such offices were fixed as March 31, and title 
IV so provides. 

This would also allow us to coordinate better the nomination polls 
for such offices with the election procedure for the election of members 
on the district farm credit boards, all to the best interests of the system 
and its users. 

In connection with this latter proposal, the bill also provides that 
the terms of office of all directors in office on the effective date of the 
bill be extended to the March 31 following the date on which their 
term would otherwise expire. 

In its special report to the Congress last December, the Federal 
Farm Credit Board stated that it had not yet concluded its study of 
ways and means of retiring the Government capital in the Federal 
intermediate credit banks, and that it would submit a supplemental 
report to the Congress when that study had been completed. 

Any program for the retirement of the Government capital in the 
Federal intermediate credit banks is unrelated to the legislative pro- 
grams recommended for the banks for cooperatives system and the 
land bank system; however, it may be considered as related to the 
program recommended for the conversion of the production credit 
corporations to user ownership, as unquestionably all or the major 
portion of the user capital to be furnished in the conversion of the 
intermediate credit banks would have to be supplied by the production 
credit associations. 

The Federal intermediate credit banks discount short-term agricul- 
tural paper for and make loans to production credit associations 
and certain private corporations and cooperative associations making 
short-term agricultural loans to farmers and ranchers. Between 85 
and 90 percent of the business of these banks is with the production 
credit associations. The operating costs of these banks is paid out 
of operating income received from their loan and discount operations; 
therefore, the users of this system are paying for the costs of 
operation. 
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The problems involved in converting the Federal intermediate 
credit banks to user ownership are many and varied. The interest 
of all parties presently using the system and agriculture generally 
must be carefully weighed and considered, as well as the purposes for 
which the banks were established. Notwithstanding that no recom- 
mendations have been made in regard to the Federal intermediate 
credit banks, we believe the plan for the production credit corpora- 
tions should be placed in effect as it will avoid a delay in accom- 
»lishing the final objective of member ownership. Furthermore, it 
is believed the associations should start now to pay part of the cost 
of their supervision. 

The length of time required to effect a purchase of both the Fed- 
eral intermediate credit banks and the production credit corpora- 
tions will be largely determined and measured by the ability of the 
production credit associations to supply the required funds and at 
the same time render their credit services to agriculture on a sound 
basis at reasonable costs. Therefore, if they initially concentrate 
their abilities on the purchase of the production credit corporations 
until a program is effected for the purpose of the Federal interme- 
diate credit banks, no time will be lost and substantial progress will 
have been made in converting the production credit system to user 
ownership. 

Our letter of February 25, 1955, transmitting the bill to the Speaker 
of the House of Representatives stated that: 

The Bureau of the Budget advises that subject to the views expressed in 
the letter of February 18, 1955, from the Director, a copy of which is enclosed, 
there is no objection to the presentation of this proposal for the consideration 
of the Congress. 

We have received another letter, dated May 10, 1955, from the 
Director of the Bureau of the Budget containing a further expres- 
sion of views on certain provisions of the bill which were discussed 
in his earlier letter. 

Mr. Chairman, I ask that this letter of May 10, 1955, be made a 
part of the record of this hearing. 

The Carman. Without objection, it will be made a part of the 
record at this point. 

(The letter referred to follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 10, 1955. 
Hon. R. B. Toore.t, 
Governor, Farm Credit Administration, 
Washington, D. C. 


My Dear Mr, Tooret.: This will acknowledge the receipt of the additional 
information as requested in our letter of February 18, 1955, relating to the pro- 
posed amendments to section 12 of the Federal Farm Loan Act affecting the 
Federal land banks. This will also acknowledge receipt of your letter of April 
28, 1955, advising of the conclusions reached by the Federal Farm Credit Board 
on the return to the Treasury, rather than to the revolving fund, of funds result- 
ing from the retirement of present Goverment capital in the production credit 
corporations and the banks for cooperatives. 

With respect to the proposed changes as to the purpose for which land-bank 
loans may be made, as to the authority to participate in the financing of part- 
time farmers, and making general agricultural corporations eligible as Federal 
land bank borrowers, you are advised that there would be no objection to the 
submission of such proposals to the Congress for its consideration. 
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With respect to the proposal to raise the maximum limits for land-bank loans 
from $100,000,to $200,000, you are advised that it does not appear to this Bureau, 
upon the basis of the information furnished, that there is need for this proposed 
change but that there would be no objection to the Board’s discussing this pro- 
posal with the appropriate committees. 

On the subject of a legislative requirement in the pending legislation for the 
return to the Treasury, rather than to the revolving fund, of capital retiredby the 
production credit corporations, you are requested to recommend to the commit- 
tes appropriate legislative changes to implement the conclusion which you have 
advised us was reached by the Federal Farm Credit Board. 

The principle which the Board has adopted with respect to the production 
credit corporations is sound and, we believe, should be adopted in legislation 
at this time for the banks for cooperatives by providing for the return annually 
to the Treasury as miscellaneous receipts of at least 50 percent of the Govern- 
ment capital retired. 

Since it is our understanding that the House Committee on Agriculture has 
scheduled hearings on the subject legislation for May 17, 1955, it is requested 
that appropriate action be taken promptly on the points expressed above and that 
a copy of this letter be furnished to the committees of the Congress considering 
the draft legislation. 

Sincerely yours, 
Row tanpb HueHes, Director. 


Mr. Toorett. The May 10 letter states, in part, as follows: 


With:+respect to the proposal to raise the maximum limits for land-bank loans 
from $100,000 to $200,000, you are advised that it does not appear to this Bureau, 
upon the basis of the information furnished, that there is need for this proposed 
change but that there would be no objection to the Board’s discussing this pro- 
posal with the appropriate committees. 

On the subject of a legislative requirement in the pending legislation for the 
return to the Treasury, rather than to the revolving fund, of capital retired by 
the production credit corporations, you are requested to recommend to the com- 
mittees appropriate legislative changes to implement the conclusion which 
you have advised us was reached by the Federal Farm Credit Board. 

The principle which the Board has adopted with respect to the production 
credit corporations is sound and, we believe, should be adopted in legislation at 
this time for the banks for cooperatives by providing for the return annually to 
the Treasury as miscellaneous receipts of at least 50 percent of the Government 
capital retired. 


We, therefore, recommend that the bill be amended to provide for 
the return to the Treasury as miscellaneous receipts, rather than to the 
revolving fund, of all remaining Government capital retired by the 
production credit corporations. This recommendation could be made 
effective by changing the sentence beginning on line 11, page 24, of 
the bill to read as follows: 

Funds from the retirement of class A stock shall be paid into the Treasury 
as miscellaneous receipts. 

Your attention is directed to the question raised in the Director’s 
letter as to the need for the proposed increase in the maximum limit 
of land-bank loans from $100,000 to $200,000, and to his belief that 
the legislation. should provide that 50 percent of the Government 
capital retired by the banks for cooperatives should be returned. to the 
Treasury as miscellaneous receipts rather than to the revolving fund. 

The Farm Credit Administration believes that this legislation 
would be a forward step in the furtherance of the policy of the Con- 
gress to increase borrower participation in the management, control, 
and ultimate ownership of the permanent system of agricultural credit 
made available through institutions operating under the supervision 
of the Farm Credit Administration. Also, we believe this would be 
a means of improving the credit service to agriculture made available 
through such institutions. 
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Mr. Homer G. Smith, Deputy Governor and Director of the Co- 
operative Bank Service; Mr. Harold A. Miles, Deputy Governor and 
Director of Short-Term Credit Service; and Mr. Thomas A. Maxwell, 
Deputy Governor and Director of Land Bank Service, are present 
and, at your pleasure, each is prepared to review the provisions of 
the bill relating to his credit service. 

However, befor they testify, Mr. Golden F. Fine, Chairman of the 
Federal Farm Credit Board, would like to make a statement on the 
bill. 

The Cuarrman. Governor Tootell, we thank you very much for this 
well-prepared statement, and the presentation of it. 

I would like to say that we shall be glad to hear from Mr. Fine. 
However, Mr. Hope and I, and 1 or 2 other members of the committee, 
ae before the Rules Committee. We will return very 
shortly. 

Gaver Tootell, would you prefer to permit your associates to 
present their statements before the committee questions you? This 
would enable your associates to present their statements which they 
have prepared with regard to their particular activities in their par- 
ticular departments, and we might save a lot of questions. 

Mr. Toorett. I believe by so doing, they might save a lot of ques- 
tions that might be raised. 

The Cuatrman. That is what I was thinking. 

Mr. Poage will preside now. 

Mr. Poagr (presiding). You may proceed. 


STATEMENT OF GOLDEN F. FINE, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD 


Mr. Finr. My name is Golden F. Fine, of Yuba City, Calif. I am 
a peach farmer. 

Section 2 of the Farm Credit Act of 1953 contains a mandate to 
the Federal Farm Credit Board that it shall, within 1 year from the 
date of appointment, present to the Congress ways and means as to how 
the Government capital should be retired from the production credit 
corporations, Federal intermediate credit banks, and the bank for 
cooperatives. I am sure you gentlemen will be interested in knowing 
just what steps the Board has taken to comply with the act. 

First of all, the presidents of the banks for cooperatives, the produc- 
tion credit corporations, the Federal land banks, the Federal inter- 
mediate credit banks, all of whom are career men in the farm credit 
system, were asked to study the problem. The presidents of these 
banks, together with the staff of the Farm Credit Administration here 
in the Washington office, made certain recommendations to our Board. 
These recommendations were considered by our Board. Changes and 
amendments were made. The preliminary drafts of the legislation 
were submitted to the 12 farm credit district boards to obtain their 
‘views, not once but on several occasions. Copies of the proposed bills 
were also submitted to the chairmen of each district production credit 
‘associations advisory committee and to the chairman of each national 
farm loan association advisory committee. These men are the elected 
representatives of the farmer members. They, in turn, discussed the 
proposals with the members of their district committee and with their 
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local associations. These groups submitted suggestions and recom- 
mendations. 

Early last year, the production credit associations held districtwide 
meetings to celebrate the 20th anniversary of their lending activities. 
These meetings were attended by nearly every director of the 498 pro- 
duction credit associations. A member of the Federal Farm Credit 
Board attended these districtwide meetings and discussed with the 
member borrowers the proposed legislation. 

In July 1954, the members of both the National Production Credit 
Associations Advisory Committee and the National Farm Loan As- 
sociation Advisory Committee met with the Board here in Washington 
to give us the benefit of their views. In October 1954, the basic recom- 
mendations which had been made were considered at some length at 
the National Conference of Farm Credit Directors held in Louisville, 
Ky. At this conference, practically all of the district farm credit 
directors, seven from each board, and the directors of the Central Bank 
for Cooperatives, participated. This group of aproximately 75 di- 
rectors from nearly every State in the Union held 3 separate group 
discussions on this legislation. One group worked on the cooperative 
bank proposals, which is now title I of the bill; a second group dis- 
cussed the acquisition of the production credit corporation by the 
production credit associations, paying for their cost of supervision, 
and plans for acquiring ownership of the Federal intermediate credit 
banks. The third group studied the proposed Federal land bank 
amendments which are now in title ITI. 

They made certain constructive suggestions which the Federal 
Board has included in the legislative proposals now before this 
committee. 

In November 1954, our Board held a special meeting to put in final 
form its special report to the Congress, Senate Document No. 7, on its 
recommendations for legislation in compliance with section 2 of the 
Farm Credit Act of 1953. Our report was submitted on December 
8, 1954. The bill now being considered embodies most of the recom- 
mendations made at that time. 

As indicated in the report, additional legislative proposals, par- 
ticularly with reference to the Federal intermediate credit banks, 
will be submitted to the Congress through regular channels as soon 
as possible. 

At its April 1955 meeting the Board met with a recently formed 
group of representatives of stockholders of the banks for cooperatives. 
This group was in favor of all but one of title I of the proposed legis- 
lation relating to the banks for cooperatives. As a group, it opposed 
the provision for earmarking a portion of the surplus and reserves so 
that in the event of liquidation of the banks such funds would revert 
to the Government. 

Our Board has held numerous meetings with these borrower member 
groups before, during, and after preparing the proposed legislation 
now before this committee. The Farm Credit Administration has 


made every effort to inform the local production credit associations, 
the national farm loan associations, and the farmer cooperative asso- 
ciations throughout the Nation of the various proposals and plans, 
and to give careful consideration to their reactions at various stages 
in the preparation of the proposed legislation. 
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The Federal Board has held 9 separate meetings here in Wash- 
ington and 1 at Louisville, Ky., to work out the details of this bill. 

e have endeavored to give full weight to the views of those primarily 
concerned, particularly to the farmer members who pay the bill. In 
each phase of the development of these legislative proposals, we have 
consulted with and benefited by the counsel of the district farm credit 
boards and their officers. The members of the Federal Board have 
met with the district farm credit boards on several occasions to obtain 
firsthand views of the individual board members. We have spoken 
at numerous districtwide, statewide, or group meetings of directors 
of production credit associations. Members of this Board have met 
with representatives of cooperative associations and attended stock- 
holders meetings of national farm loan associations, both local and 
districtwide, to explain and discuss the provisions in the bill which 
is now being considered. 

In conclusion, I want to emphasize that this legislation has been 
prepared in a progressive manner. The bill now before your commit- 
tee represents the thinking, and has the approval, of a vast majority 
of the member borrowers. The Federal Board recognizes that it is 
practically impossible to obtain unanimity of opinion from those con- 
cerned as to the best method to follow on such a major piece of 
legislation as this. It is our sincere belief that the proposals now 
before this committee, H. R. 5168, represents the most effective means 
of retiring the remaining Government capital and increasing borrower 
participation and control. 

Our position is that we have given the proposed legislation full 
consideration. It has been widely publicized in the field, considered 
by all parties and interests, and that it constitutes a compliance with 
the mandate of the Farm Credit Act of 1953. 

Mr. Poacs. We thank you very much, Mr. Fine, for this statement. 

We will now hear from Mr. Homer G. Smith, Deputy Governor 
and Director of the Cooperative Bank Service. 


STATEMENT OF HOMER G. SMITH, DEPUTY GOVERNOR AND DIREC- 
TOR OF COOPERATIVE BANK SERVICE OF THE FARM CREDIT 
ADMINISTRATION 


- Mr. Smita. Mr. Chairman, and gentlemen of the committee, under 
general delegations and directives of the Governor of the Farm Credit 
Administration, pursuant to policies established by the Federal Farm 
Credit Board, it is my responsibility to supervise the 12 regional 
banks for cooperatives and the Central Bank for Cooperatives. I 
also act as the chief executive officer of the Central Bank in the 
capacity of Chairman of its Board of Directors. 

efore going into the specific provisions of the bill relating to banks 
for cooperatives, I would like to describe briefly the way the banks now 
operate. 

The lending business of these banks is highly specialized. They 
can make loans only to farmers’ cooperative associations as defined 
in the Agricultural Marketing Act of 1929. The loans are limited 
insofar as purposes are concerned. They may be made to assist quali- 
fied farmers’ cooperative associations in financing necessary physical 
facilities, to provide them with supplemental operating capital, and, 
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on the security of commodities, to finance the marketing of agricul- 
tural products. 

The banks are not banks of deposit. Besides meeting prescribed 
credit standards, borrowing cooperative associations must be engaged 
in processing or marketing agricultural products or in furnishing farm 
supplies or farm business services to farmers. These banks do not 
make loans to individual farmers, but the loans do assist farmers, and 
that is their purpose. 

The banks were established pursuant to the Farm Credit Act of 
1933 to replace certain lending activities of the Federal Farm Board 
under the Agricultural Marketing Act of 1929, insofar as that Board 
was authorized to make loans to farmers’ cooperative associations. It 
was the intention of the Congress to replace Government lending with 
a plan under which the borrowers would acquire a financial interest in 
their lending institutions, similar to the plan which was then being 
followed by the Federal land banks. 

Upon organization, the banks were capitalized by the Federal Gov- 
ernment out of the funds remaining in the revolving fund from which 
the Federal Farm Board made its loans. Borrowers are required to 
purchase stock in the lending bank for cooperatives in amounts related 
to the size of their loans, but under existing law when a loan is repaid 
the stock must be retired upon the request of the borrowing association. 
A large part of the banks’ loans are for seasonal financing,‘and this 
stock retirement feature has prevented the banks from increasing 
privately owned capital very rapidly. 

Before the Agricultural Marketing Act became law, farmers’ co- 
operative associations, particularly the smaller ones, had great 
difficulty in obtaining credit to meet their needs. The Federal inter- 
mediate credit banks, which were established in 1923, had limited 
authority to make loans to farmers’ cooperatives, but such loans could 
be made only on the security of warehouse receipts or shipping docu- 
ments covering staple agricultural commodities or chattel mortgages 
on livestock. Farmers’ cooperative organizations were considered 
by most lenders as new and untried. There was some doubt as to 
the ability of farmers to conduct successfully business institutions of 
the types which they had undertaken to operate. Without enjoying 
the same confidence as other commercial business organizations, when 
loans were obtainable at all from private sources, they generally were 
for short terms which did not meet the cooperatives’ needs and were 
usually at high rates of interest. 

From organization through March 31, 1955, the 13 banks extended 
credit of about $7 billion to some 5,000 qualified cooperative associa- 
tions. During the 12-month period ended March 31, 1955, they made 
loans amounting to $488 million, At the end of March, $335 million 
in loans were outstanding to about 2,100 associations, 

By legislation enacted in August 1954, the 13 banks for cooperatives 
were authorized to issue consolidated debentures. This was an im- 
portant part of the overall plan for ultimate retirement of the Gov- 
ernment’s investment in the capital stock of these banks. Prior to 
the passage of that law only the Central Bank had authority to issue 
debentures. 

We believe that the consolidated debentures of the 13 banks are a 
more attractive security, as the strength of the entire system is behind 
them. The debentures are not guaranteed by the Government either 
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us to principal or interest. While these securities are new and it will 
take time for them to attain general public acceptance, the first issue 
of $40 million sold for delivery February 1 of this year was well 
received. 

The banks are relying more upon investors for their lending funds; 
therefore, increased loan volume is handled with less capital stock. 
A total-of 28.5 million of Government capital was retired during 
the fiscal year ended June 30, 1954. 

We have shown on the chart which has been handed to members 
of the committee the source of funds the banks have used in their 
operations over the past 20 years. 
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The three bars at the left on the chart, which show the sources of 
funds in dollars, picture the growth of the banks from 1934 te 1944 
and to 1954. The dollar amounts are as of December 31 for the years 
1934 and 1944, and as of November 30, 1954. In 1984 Government 
capital amounted to $110 million, capital stock owned by borrowing 
cooperatives was $1.5 million, surplus and reserves amounted to $2.6 
million, and there were no borrowed funds, making a total of $114.1 
million. 

Corresponding figures for 1944 were: Government capital, $177 
million; capital stock-cooperative associations, $6.4 million; surplus 
and. reserves, $31.1 million; borrowed funds, $92 million; making a 
total of $306.5 million. 

For 1954, Government capital was $150 million; capital stock- 
cooperative associations, $20.4 million; surplus and reserves, $81 
million; borrowed funds, $198.3 million; making a total of $449.7 
million. 

The three bars at the right on the chart show the same information 
as percentages of the total, and indicate the increased dependence 
of the banks on borrowed funds, from no borrowed money in 1934 to 
44 percent of the total money in use in 1954, 

apital stock owned by cooperatives has increased, but even in 
1954 the capital investment of cooperatives was relatively small be- 
cause of stock retirement. upon repayment of leans. Farmer coop- 
erative leaders have long recognized this defect, and in 1948 proposed 
legislation was sasitiatedt and sponsored by National farm organiza- 
tions to correct. this. situation. This legislation was introduced in 
the House, H. R, 6301, and in the Senate, S. 2543, and committee 


hearings were held. In 1949 substantially the same bill, H. R. 848, 
was passed by the House, and was referred te the Senate Committee 
on Agriculture and Forestry, but no further action was taken on it. 
I will now explain briefly the provisions of title I of the bill relating 
to the banks for cooperatives : 
Capital stock of the banks for cooperatives, section 101: The bill 
provides for three classes of stock: Class A, Government class B, 


investment; and class OC, voting. Each class of stock would have a 
ar value of $100 a share, Since the banks were organized, there has 
een but one class of stock. Approximately 88 percent of the aggre- 
ate stock of the 13 banks is now held by the Governor of the Farm 
sredit Administration on behalf of the United States. The balance 

is held by borrowers from the banks who are required by present law 

to purchase stock, or subscribe to the guaranty fund, in amounts re- 
lated to the size of their loans. 

Class A stock: On the effective date of title I, the Governor would 
exchange all present stock held by him on behalf of the United States 
for class A stock of the respective banks. Class A stock would be 
nonvoting and it would not be entitled to dividends. In lieu thereof 
en pay a franchise tax as provided in the Farm Credit Act. of 

Class B stock: This investment-type stock is intended for sale pri- 
marily to farmers’ cooperative associations as an additional means 
of capitalizing the banks with private funds, Class B stock would 
be issued only at par in series and amounts approved by the Farm 
Credit Administration and would be nonvoting. Payment of non- 

63138—55——3 
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cumulative dividends up to a maximum rate of 4 percent per annum 
could be authorized, after surplus requirements are met, but no part 
of any bank’s net savings could be distributed as pene refunds 
unless the bank had first paid a dividend for that year of at least 2 
percent on its outstanding class B stock. 

Class C stock: This stock would in effect be the voting, common 
stock of the banks. It would be issued at par to borrowing coopera- 
tive associations, or at its fair book value if less than par. No divi- 
dends would be paid on it. There are three main ways in which a 
borrowing association would obtain class C stock: 

1. Each borrower would be required to own at least one share of 
class C stock at the time a loan is made. 

2. In addition, each borrower would be required to invest quarterly 
in class C stock. ‘The amount of such investment would be in direct 
proportion to the amount of interest paid on the loan. That propor- 
tion would be fixed by the bank’s board of directors but it could not 
be less than 10 percent nor more than 25 percent of the amount of the 
interest paid. Based on present interest rates the required invest- 
ment would range from about one-fourth of 1 percent to slightly 
over 1 percent on average loan balances. 

3. A substantial part of each bank’s annual net earnings would be 
allocated to borrowers upon the basis of their patronage and class C 
stock would be issued therefor. 

Each eligible cooperative would be entitled to but one vote regard- 
less of the number of class C shares it held. These voting rights 
could be exercied in the various polls for designating nominees for 
appointment to the Federal Farm Credit Board, in the nomination 

olls and elections of members of the district farm credit boards, and 
in the nomination and election of directors of the Central Bank. 
Such cooperatives, however, would not be entitled to vote unless they 
had been a borrower from a bank within a 2-year period just prior 
to the election. 

Existing stock owned by cooperatives in the banks, sections 101 and 
111: The rights of borrowers and of holders of stock on the effective 
date of title I would be preserved. The bill provides, however, that 
loans made before the effective date may be changed by agreement 
between the borrower and the bank to conform to the provisions of 
the bill. For example, the borrower may desire to convert his present 
stock to class B stock. If this were done, the borrower could under 
prescribed conditions convert the class B stock into class C stock as 
needed to meet the required quarterly investment in class C stock. 

Retirement of capital stock: Annually, each bank would retire at 
least an amount of class A, Government, stock equivalent in dollar 
value, witli certain minor exceptions, to the amount of class C stock 
issued by the bank for that year. If in any year a bank retired more 
than the minimum amount of class A stock, such excess amount might 
be used to reduce to that extent the amount of stock required to be 
retired in any subsequent year. Funds from the retirement of class A 
stock would be paid into the revolving fund in the United States 
Treasury and would be available for subscriptions to class A stock if 
required in order to meet the credit needs of the banks. 

Class B and class C stock would accumulate until all Government 
capital was retired. Thereafter, consistent with the capital needs 
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of the banks, class B and class C stock would be retired on a revolving 
basis. This procedure would follow the generally accepted coopera- 
tive principle of revolving capital whereby the oldest outstanding 
capital stock is the first to be retired. Thus, those cooperative asso- 
ciations whose class B and class C stock investments in the banks 
were first made would have their investments first retired, with prior- 
ity by years to the class B, investment, stock. The revolving of these 
investments would be accomplished by retiring capital not needed 
as new capital contributions are furnished by the then current 
borrowers. 

Guaranty fund subscriptions. The laws of a few States do not 
permit cooperative associations to acquire stock in a bank. The bill 
contains provisions similar to those in the existing law to permit such 
associations to make payments into or receive credits in a guaranty 
fund which will have a status and a standing generally analogous to 
that of the holders of class B and class C stock. 

Stock transactions of loan of Central Bank, section 102: When 
the Central Bank participates in a loan made by a regional bank, the 
borrower would receive class C stock of the regional bank, which in 
turn would purchase class C stock in the Central Bank in proportion 
to that bank’s participation in the loan. Also, in the few instances 
where the Central Bank makes a loan directly to a cooperative, the 
borrower would not own class C stock in the Central Bank but instead 
would be issued class C stock in one or more regional banks, which 
in turn, would purchase a like amount of class C stock in the Central 
Bank. This same pattern of stock ownership would be followed in 
the payment of patronage refunds by the Central Bank. Thus, all 
of the class C stock of the Central Bank would be owned by the 
regional banks, and the borrowers would own their class C stock in 
the regional banks. The Central Bank would, however, be authorized 
to issue class B stock direct to cooperative associations or other 
investors. 

Application of savings of the banks, section 103: The bill would 
phe a new method of application and distribution of the annual 
net savings of the banks. After making provision for required sur- 
plus and reasonable contingency reserves, the remaining net savings, 
in excess of franchise taxes and dividends on class B stock, would be 
paid to the borrowers as patronage refunds in accordance with gener- 
ally accepted cooperative sa es. These petzonage refunds would 
be paid in class C stock. The allocated surplus and reserves accumu- 
lated after the effective date of title I would be revolved ultimately 
as patronage refunds in class C stock. However, all surpluses and 
reserves would be available to meet losses. In the event of a net loss 
for any fiscal year, the reserves and surpluses accumulated after the 
effective date of the legislation would be used first to absorb such 
losses. If such reserves and surplus were not sufficient to absorb all 
losses, the excess would be paid from the surpluses accumulated prior 
to the effective date of the bill. 

Distribution of assets upon liquidation or dissolution, section 103: 
In the event of liquidation or dissolution of a bank for cooperatives, all 
of its liabilities would first be paid. Next, the outstanding capital 
stock would be retired at par with all outstanding stock other than 
class C stock preferred over class C stock. Any remaining assets rep- 
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resenting surpluses and reserves of a bank accumulated prior to the 
effective date of title I would be distributed to the Government and 
the holders of voting stock with the Government receiving a percent- 
age sine to its proportionate stock holdings on the effective date of 
title I. 

Any other assets would be distributed to cooperative associations 
as allocated to them on the books of the bank. The surpluses and 
reserves accumulated by the 13 banks as of December 31, 1954, 
amounted-to about $81 million. Based on the present relationship of 
Government holdings to private holdings of capital stock in the banks, 
the Government would receive about 88 percent of any such surpluses 
remaining on the date of liquidation or dissolution. If the Central 
Bank should be liquidated before the regional banks, that part of its 
surplus and reserves representing the Government’s interest would 
be distributed to the regional banks on the basis of their stockowner- 
ship in the Central Bank, subject to payment to the Government upon 
liquidation or dissolution of the regional bank. 

Reorganization of Central Bank for Cooperatives, section 104-106: 
The Central Bank would be established on a basis similar to that of 
the regional banks and upon retirement of Government capital would 
be owned primarily by the regional banks. Under present law the 
board of directors of the Central Bank consists of 7 members appointed 
by the Governor, 3 of whom are selected from nominees of borrowing 
cooperative associations. One member is the Director of Cooperative 
Bank Service who is also ex officio chairman of the board and chief 
executive officer of the bank. The bill would change this by providing 
that initially 3 of the 7 Central Bank directors would be elected by 
holders of class C stock of the regional banks and of the Central Bank 
that are eligible to vote. Four directors would be appointed by the 
Governor. However, when the Government’s stcck in the Central 
Bank is reduced to one-third of the bank’s total net worth, capital 
stock plus surplus and reserves, the Farm Credit Administration ° 
would then appoint only one director, and 6 directors would be 
elected. 

Under the bill, the board of directors would elect its chairman from 
its own number and would appoint and fix the compensation of the 
bank’s chief executive officer and its other personnel subject to the 
approval of the Farm Credit Administration, as is now the case as 
regards the regional banks. The chief executive officer of the bank 
could not be an officer or employee of the Farm Credit Administration. 
No officer or employee of the Farm Credit Administration would be 
eligible to serve as a director of the Central Bank. 

The bill would establish as a matter of law the longstanding policy 
of the Central Bank to make loans to cooperatives only in those cases 
where it is not practicable for the loan to be made by a regional bank. 
Under this policy, the bulk of the business of the Central Bank, as at 
present, would be represented by interests purchased by the bank 
through participation in the larger loans made by the regional banks. 
The Central Bank also would continue to function as a source of 
short-term loan funds for the regional banks. 

Interest rates, section 109: Present law relates the interest rates on 
loans m..de by the banks for cooperatives to interest rates charged by 
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the Federal intermediate credit banks and Federal land banks. How- 
ever, this is thought to be inappropriate and unrealistie in view of 
the necessity of setting rates so as to provide adequate income to the 
banks for cooperatives. The bill would allow the boards of directors 
of the individual banks to prescribe the interest rates on loans from 
time to time with the approval of the Farm Credit Administration, 
but in no case could the interest rate exceed 6 percent per annum. 

Miscellaneous provisions: Authority of custodians of collateral, 
section 107: The bill would provide that custodians of collateral who 
act for the banks for cooperatives might act also, with the approval 
of the Farm Credit Administration, as custodians in connection with 
loans of eligible cooperative associations obtained from other sources. 
This provision would facilitate borrowings by the cooperative associa- 
tions from commercial lenders. 

Receivership; voluntary liquidation, section 110 (a): Present law 
provides receivership and voluntary liquidation proceedings only for 
the regional banks for cooperatives. The bill would make these pro- 
visions applicable also to the Central Bank. 

Limitation on compensation, section 110 (b) : The provision of law 
limiting to $13,800 per annum the compensation which may be paid 
directors, officers, or employees of the banks for cooperatives, produc- 
tion credit corporations, and production credit associations would be 
repealed. The compensation of officers and employees of all super- 
vised institutions is determined by their respective boards of directors 
and is subject to approval of the Farm Credit Administration. This 
amendment would enable the institutions to attract and retain quali- 
fied personnel and would be consistent with the express congressional 
policy to facilitate increased borrower participation in the manage- 
ment, control, and ultimate ownership of the farm credit system. 

Effective date, section 112: In order that reasonable time would be 
given to effect the fundamental changes contemplated in the coopera- 
tive bank system and also to obviate difficulties of a fiscal nature, 
title I of the bill would be effective on the first day of the month next 
following 120 days after the date of enactment. 

The remaining provisions of title I contain minor perfecting amend- 
ments. 

We believe that the enactment of title I would result in the return 
of the Government capital in the banks over a reasonable period of 
years, increase borrower participation in the management and con- 
trol of the banks, and improve the credit service to farmers’ cooper- 
ative associations, all in furtherance of the policy set forth in section 
2 of the Farm Credit Act of 1953. 

Mr. Poaae. I assume, Mr. Smith, that you wanted to make this 
exhibit a part of the record ? 

Mr. Smiru. Yes, sir, if that is possible. 

Mr. Poager. Without objection, it will be included. 

Mr. JoHnson. Mr. Chairman, are we going to have questions now ? 

Mr. Poacr. Not until we have heard the other gentleman. 

The next witness is Harold A. Miles, Deputy Governor and Director 
of the Short-Term Credit Service. 
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STATEMENT OF HAROLD A. MILES, DEPUTY GOVERNOR AND DIREC- 
TOR OF SHORT-TERM CREDIT SERVICE OF THE FARM CREDIT 
ADMINISTRATION 


Mr. Mies. Mr. Chairman, and gentlemen of the committee, as 
Deputy Governor and Director of the Short-Term Credit Service of 
the Farm Credit Administration, it is my responsibility to supervise 
the 12 production credit corporations which in turn supervise the 498 
production credit associations. It is also my responsibility to super- 
vise the 12 Federal intermediate credit banks. These responsibilities 
are carried out under general delegations and directives of the Gov- 
ernor of the Farm Credit Administration and pursuant to policies 
of the Federal Farm Credit Board. 

As a preliminary to the discussion of the provisions of title IT and 
their objections, I would like to outline briefly the organization and 
operation of the production credit system. 

The system was established pursuant to the Farm Credit Act of 
1933 to provide American agriculture with a permanent and depend- 
able source of short-term agricultural credit on a cooperative basis. 
The 12 production credit corporations are wholly owned by the United 
States and were established to organize, capitalize, and supervise the 
production credit associations. The capital of the corporations was 
subscribed and paid for out of a revolving fund of $120 million. 

As each production credit association was organized, the district 
corporation subscribed to a sufficient amount of its nonvoting, class A, 
stock to permit it to commence its lending program. The production 
credit associations obtain their loan funds over and above those pro- 
vided by their capital through loans and discounts with the Federal 
intermediate credit banks. 

The 1933 act provided that the production credit associations be 
converted to farmer-owned cooperative credit agencies in the follow- 
ing manner. Each borrower from an association is required to pur- 
chase capital stock in the association in an amount equal to $5 for each 
$100, or fraction thereof, of the amount of his loan. Nonvoting 
preferred stock may also be sold to private individuals for invest- 
ment purposes. As the amount of members’ ee contributions 
grew and the earnings of the associations accumulated, their capital 
stock held by the corporations was retired on a progressive plan. Out 
of a peak of about $90 million of Government capital invested in the 
associations, ay $87 million has been repaid. Under this 
program, 415 of the 498 associations are now owned by their farmer 
members, and the remaining 83 have less than $3 million in corpora- 
tion-owned capital in them. 

The corporations have a continuing responsibility to furnish capital 
to the associations to supplement their members’ capital when nec- 
essary and appropriate in order to maintain credit service, A por- 
tion of the remaining stock of the associations held by the corpora- 
tions represents capital reinvested in certain associations to assist them 
in meeting the credit needs of agriculture in areas affected by drought 
or other adverse conditions. 

The production credit associations are authorized to issue three 
classes of capital stock. Class A, nonvoting, stock may be held by 
the production credit corporations and other investors; class B, voting, 
stock is purchased by members in proportion to the size of their loans; 
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and class C, nonvoting, stock may be sold to production credit corpo- 
rations or to investors under the provisions of the Farm Credit Act 
of 1953. 

As of March 31, 1955, class A stock in the associations held by pro- 
duction credit corporations amounted to $2,880,000. More than 
475,000 farmers and stockmen owned capital stock, class A and.B, of 
the associations amount to $95,262,000. No class C stock has been 
issued. The surplus and reserves of all of the associations totaled 
$94,527,000 on that date. In addition to these accumulated earnings, 
the associations had set aside out of earnings around $10 million as 
specific and general provisions for bad debt losses. The volume of 
loans made by the 498 associations during the calendar year 1954 was 
$1,273 million. We believe these figures clearly show the progress 
which has been made in building a sound cooperative short-term 
credit system for agriculture now almost entirely owned by farmers 
and stockmen. 

The growth and development of the production credit associations, 
both as to their financial strength and sound credit service to agricul- 
ture, have been due in considerable measure to the supervision and 
training in credit and operating matters supplied by the production 
credit corporations. 

The following are illustrative of some of the supervisory functions 
of the production credit corporations with respect to the production 
credit associations : They prescribe the general loan policies; guide the 
associations in the application of ont credit principles; make credit 
examinations of outstanding loans and lending and collection policies; 
assist in the training of employees; prescribe and approve loan interest 
rates; approve the compensation of association personnel; and gen- 
erally guide the associations in the conduct of their business and service 
to agriculture. We believe that this supervision should be continued. 

Except for the credit examination costs, the production credit asso- 
ciations do not pay for the costs of their supervision by the production 
credit corporations. Such costs are paid out of earnings received by 
the corporations on the investment of their capital funds and out of 
their surplus representing earnings made in prior years. 

In order to carry out the policy of the Congress with respect to the 
retirement of the investment of the United States in the production 
credit corporations, as set out in section 2 of the Farm Credit Act of 
1953, title II of the bill provides a plan whereby the basic capital stock 
of the corporations would be owned by the associations and the costs 
of ene the corporations over and above those met from earnings 
on their assets would be paid by the associations. 

I will now explain briefly the provisions of title IT of the bill relat- 
ing to the production credit system. 

tock of production credit corporations, section 201: The bill pro- 
vides for three new classes of stock for the production credit corpora- 
tions: Class A, Government, and class B, association, and class C, 
Government. Each class of stock would have a par value of $100 a 
share. Under present law, there is but one class of stock of the pro- 
duction credit corporations, all of which is held by the Governor of the 
Farm Credit Administration on behalf of the United States. Exist- 
ing stock is divided into shares of $100 each, has no voting rights, 
and is not entitled to dividends. 
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Class A stock: Class A stock would be held only by the Governor 
of the Farm Credit Administration on behalf of the United States. 
Existing stock held by the Governor on the effective date of title IT 
of the bill would be exchanged for class A stock of the respective 
corporations. Class A stock would be nonvoting and it would not be 
entitled to dividends. Annually, each production credit corporation 
would determine the amount of class A stock which it would retire. 
The amount of stock retired each year would not be less than 10 per- 
cent of the amount of stock of the corporation held by the Governor 
on behalf of the United States on the effective date of title II of the 
bill. However, the board of directors of the corporation might, 
because of adverse conditions in the farm credit district served by 
the corporation, reduce the amount of class A stock which it would 
retire in any year to the extent the boord determined necessary to 
enable the corporation to meet the credit needs of the district. All 
class A stock would be required to be retired by the end of the 10th 
year after the effective date of title IT of the bill. 

If in any year a corporation retired more than the minimum amount 
of class A stock, such excess amount might be used to reduce to that 
extent the amount of stock required to be retired in any subsequent 
year. Under the amendment to the bill recommended by Governor 
Tootell, funds from the retirement of class A stock would be paid 
into the Treasury as miscellaneous receipts. 

Class B stock : Class B, voting stock would be issued only to produc- 
tion credit associations. It would be issued at par and no dividends 
would be paid on it. Each production credit corporation would de- 
termine the amount of its class B stock which the production credit 
associations in the district would be required to purchase. The total 
amount of such stock purchased collectively by all the associations of 
a district would not be less than an amount computed as the sum of 
the following: As to each association, 3 percent of the amount of its 
stock held by persons other than the corporation of $5,000, whichever 
is the greater. The amount of such stock. which each individual asso- 
ciation would be required to purchase would be determined by the 
board of directors of the corporation on an equitable basis, and the 
amount of stock held by the associations could be adjusted from time 
to time. Any association organized after title IT of the bill became 
effective would have to meet the stock purchase requirement. In case 
of liquidation of any association, the par value of the class B stock 
of the corporation which it owned would be paid to the association. 

Class C stock: Class C stock would be the stock of the corporations 
to which the Government would subscribe if conditions required. It 
would not have voting rights. The Governor of the Farm Credit 
Administration would be authorized to purchase class C stock of a 
corporation in such amounts as he determined were necessary to meet 
the credit needs of the district. Payments for the stock would be 
made out of the ee fund in the Treasury. The stock would be 
issued at par. Dividends could be paid on it at a rate not exceeding 


the average annual interest rate paid by the United States on funds 
it borrows through the sale of securities to the public. After all 
class A stock of the corporation is retired, its class C stock could be 
retired at par in amounts approved by the Farm Credit Administra- 
tion. 
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Distribution of assets upon liquidation. Upon the liquidation or 
dissolution of a producton eredit corporation, its debts would first be 
paid and then its class A and class ¢ stock would be retired at par. 
Any sums remaining would be distributed pro rata to the associations 
on the basis of class B stock held by them in the corporation. 

Payment by production credit associations of cost of supervision, 
section 201: The production credit associations would be required to 
pay the expenses of their supervision by the production credit cor- 
porations. This obligation would be applied progressively over a 
10-year period with the objective that after the 10th year the asso- 
ciations would pay all expenses of the corporations not covered by the 
corporations’ income. The amounts to be paid each year for this pur- 
pose by the associations would be determined by the respective corpo- 
rations and allocated to the associations of the district upon an equita- 
ble basis. If adverse conditions in the distriet warranted such action, 
the corporations could in any year grant deferments in whole or in 
part of the payment of the amounts so allocated in order to enable the 
associations, as a group or individually, to provide adequate credit 
service to farmers at reasonable cost. However, associations would be 

uired to pay all of such expenses after the end of the 13th year. 
ctions of the boards of directors of the production eredit corpora- 
tions with respect. to issuing and retiring stock, determining sub- 
scriptions to class B stock by the associations, allocating expenses to 
the associations and granting deferments with respect to the payment 
of such expenses would be subject to approval by the Farm Credit 
Administration. 
Thus, section 201 of the bill would convert the preduction eredit 


corporations to association-owned amp Orrin sininpane tenn and would 


provide that their costs of operations would be paid by the supervised 
production credit associations. We believe this to be in furtherance 
of the stated policy of Congress as set forth in section 2 of the Farm 
Credit Act of 1953. The Governor of the Farm Credit Administra- 
tion would continue to have authority to purchase preferred capital 
stock in the corporations whenever conditions justify and require. 
This authority will insure continued financial stabilty and perma- 
nence to the system and will enable it to furnish sound credit, service 
to agriculture at all times. 

Provisons relating to production credit associations, sections 202- 
206: Sections 202 through 206 of title II relate to the financial struc- 
ture and operating problems of the production credit associations. 
They deal with problems of the production credit system which are 
separate from and independent of the problems dealt with in section 
201 of the bill just discussed. 

Preferential dividends on elass A stock : Section 202 would authorize 
production credit associations to pay dividends on class A stock with- 
out the payment of like dividends on class B stock. The law presently 
grants class A stock preference over class B stock upon liquidation of 
a production credit association but provides that these two classes of 
stock shall share in dividend distributions without preference. Class 
B stock is held for the most part by member-borrowers of the associa- 
tions, generally in amounts required in connection with their loans. 
Class A stock represents investment capital provided by members, 
many of whom are not currently borrowing, and capital provided by 
the production credit corporations. 
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Many members of production credit associations have voluntarily 
purchased class A stock to make possible a reduction in the amount 
of Government capital in the associations. The great majority of 
associations have refrained from paying dividends in order to build 
up their financial strength. Thus, the stockholders of many _asso- 
ciations have carried their stock investment for a long period without 
dividends. It is felt that the time has now come to recognize the 
position of class A stockholders, who are contributing to the perma- 
nent capital of the associations, by making it possible for associations 
to pay dividends for their benefit without necessarily _ like 
dividends on the class B stock. Class B stock is largely held by the 
active borrowers receiving direct benefits in the form of loans from 
the associations. This amendment, by encouraging further invest- 
ments in class A stock, would tend to reduce the need for Government 
capital in the associations. 

Jistribution of earnings: Section 203 of the bill would give the 
associations greater latitude in the use of their funds in the perform- 
ance of their corporate functions. The law now requires an associa- 
tion, before it may pay dividends, to establish and maintain out of its 
earnings a reserve account for bad and doubtful debts, the amount of 
which is to be prescribed by the district production credit corporation, 
and a guaranty fund at least equal in amount to 25 percent of its 
paid-in capital. This account for bad and doubtful debts is in addi- 
tion to the valuation reserves established on its loans. 

The guaranty fund of an association may not be used for making 
louns to farmers nor as security for borrowings by the association. 
Thus, the guaranty fund of an association is largely immobilized and 
the association is handicapped to that extent in the full use of its 
capital funds in meeting the credit needs of its members. Therefore, 
section 203 of the bill would abolish the reserve account for bad and 
doubtful debts and the guaranty fund and provide that the earnin 
of an association in excess of its operating expenses would be applied, 
first, to the restoration of capital impairments, if any, and second, to 
the establishment and maintenance oF a surplus account, the minimum 
amount of which would be prescribed by the production credit cor- 
poration of the district. 

As is the case under existing law, an association would be au- 
thorized to pay dividends of not to exceed 7 percent per annum; how- 
ever, dividends could not be paid unless such payments are approved 
by the production credit corporation of the district and are con- 
sistent with policies established by the Farm Credit Administration. 
The Farm Credit Administration will issue rules and regulations re- 
garding the payment of dividends which will contain limitations and 
restrictions deemed necessary adequately to protect and safeguard 
the financial stability of the associations. 

Reserves transferred to surplus account, section 204: Section 204 of 
the bill provides that any amounts held by a production credit asso- 
ciation under present law in its guaranty fund or in its reserve for 
bad and doubtful debts shall be transferred to the surplus account 
which would be established under section 203 of the bill. 

Approval of excess loans. Because the bill would abolish the guar- 
anty fund of associations, section 205 would eliminate from existing 
law the prohibition against use of the guaranty fund for making loans 
to farmers and would amend provisions relating to the size of loans 
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requiring prior approval by the production credit corporation and the 
Farm Credit Administration. tnder present law, such approvals are 
required if a proposed loan exceeds specified percentages of the lend- 
ing association’s capital and guaranty fund. The bill would relate 
the size of loans requiring approval to specified percentages of the 
capital and surplus of the association. These new provisions would 
require approval of substantially the same-size loans as must have 
prior approval under existing law. 

Taxable status of associations: Under present law a production 
credit association has a broad and general tax exemption so long as 
the production credit corporation owns any of its stock. Whenever 
all stock of the association owned by the corporation is retired, such 
tax exemption is terminated. Section 206 of the bill would amend the 
law to limit such tax exemption only-to instances where the corpora- 
tion owns or later reinvests in class A stock. An association in which 
the corporation owns class C stock only, the new stock authorized by 
the Farm Credit Act of 1953, would be subject to taxation on the same 
basis as a wholly member-owned association. 

We believe that sections 202 through 206 of the bill would improve 
the financial structure of the production credit associations.and permit 
more effective use of the associations’ capital funds in their operations. 
These provisions of the bill would also permit a more reasonable and 
fair basis for the payment of dividends to stockholders and would 
encourage the purchase and retention of stock in the association as 
an investment. 

Miscellaneous provisions, sections 207-208, budgetary amendments : 
Section 207 of the bill would remove the production credit corpora- 
tions from the budget requirements of the Government Corporation 
Control Act but they would continue under the audit and other provi- 
sions of that act relating to mixed-ownership corporations. The 
budget provisions of that act apply only to wholly Government-owned 
corporations and since, upon the effective date of the bill, the produc- 
tion credit corporations would become mixed ownership corpora- 
tions, they should be subject to the provisions of law applicable to 
such corporations. The corporations would also be removed from the 
Antideficiency Act, relating to budgetary control, and limitation and 
other requirements of appropriation acts would not apply to the cor- 
porations. This section of the bill would, consistent with section 2 of 
the Farm Credit Act of 1953, restore to the district farm credit 
boards the full responsibility for the operations and management of 
the corporations subject to the supervision of the Farm Credit 
Administration. 

Effective date: Section 208 of the bill provides that title IT shall 
become effective the first dates of the fiscal year next commencing 
after its enactment. The Farm Credit Administration recommends 
the nn e of the provisions of title II amended as heretofore indi- 
cated. We believe that these provisions of the bill will not only in- 
crease the borrower participation in the management, control, and 
ownership of the production credit system, but that they will also 
improve the credit service which this system renders to agriculture. 

r. Poacr. We are very much obliged to you for that statement, 
Mr. Miles. 

I note it is now 12 o’clock and we have two more witnesses we 

would like to hear. I wonder how long these next witnesses will be. 
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Mr. Maxwetu, My statement will be about 30 minutes, Mr. Chair- 
man. 

Mr. Poacr. We have Mr. Voorhis who cannot be here tomorrow, 
and who must be heard today. 

How long is your statement, Mr. Voorhis? 

Mr. Vooruis. It is about 4 minutes. 

Mr. Poacr. We can hear from you now then. 


STATEMENT OF JERRY VOORHIS, EXECUTIVE DIRECTOR OF THE 
COOPERATIVE LEAGUE OF THE JU. §. A. 


Mr. Voornis. Mr. Chairman, and gentlemen of the committee, I 
consider it a real honor to be allowed to come before this committee 
for many reasons. I am going to make this as short as possible, Mr. 
Chairman, and omit some of the things that I do not think are nec- 
essary, such as my own identification which is in here. 

Mr. Poace. Your entire statement will be inserted into the record. 

Mr. Veoruts. Thank you. 

Mr. Chairman and gentlemen of the committee, my name is Jerry 
Voorhis and I am executive director of the Cooperative League of the 
U.S. A. with headquarters in Chicago. Our organization is a national 
federation, business association, and educational agency which includes 
in its membership farm supply, rural electric, credit, consumers, and 
insurance cooperatives. 

The Cooperative League strongly supports H. R. 5168 in all its basic 
aims and objectives, but urges that the bill be amended to restore it to 
the form recommended by the Federal Farm Credit Board. 

When the Farm Credit Act of 1953 was passed, it contained in sec- 
tion 2 (a) requirement that, as soon as practicable, the Federal Farm 
Credit Board should recommend to Congress legislation which would 
make possible retirement of all Government capital from the banks for 
cooperatives and production credit corporations. The purpose of this, 
of course, was and is to make these institutions fully cooperative and 
to place full ownership and responsibility for their operations and suc- 
cess in the hands of those eligible to borrow from them. This was in 
line with the basic idea that has underlain much of the legislation 
approved by: this committee over a period of almost 40 years. That 
ee is that it is better for farmers to solve the economic problems of 


American agriculture to the greatest possible extent by means of vol- 
untary cooperative self-help and to reduce correspondingly the need 
for governmental programs. This is not because there is anything 
bad or wrong about Government programe. We have some such pro- 


gram for the benefit of practically every segment of the American 
economy and some of them have received far, far more in direct and 
indirect assistance from the Government than agriculture has ever 
received. 

Nonetheless it is a basic American idea that voluntary action by 
groups of people attacking directly their problems is the one best way 
to keep our democratic society vital and vigorous. 

So the Federal Farm Credit Board did transmit to Congress its 
recommendations for legislation to accomplish the desired purposes. 
I shall not take the committee’s time to go into any detailed discussion 
of the terms of the legislation, either as recommended by the Board 
or as revised at the insistence of the Bureau of the Budget. Other 
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witnesses have done that. Suffice it to say that the recommendations 
of the Board furnished a clear-cut method whereby over a period of a 
few years all Government capital in the banks for cooperatives and 
production credit corporations would be retired by the simple process 
of investment in the stock of these institutions by those cooperatives 
and associations eligible to borrow from them. There were no ifs, 
ands, or buts about it. The recommendations called for a clear-cut 
assumption by American farmers and their cooperative organizations 
of responsibility for their own lending agencies. 

Naturally enough this is the way the Cooperative League believes 
it ought to be. We understand the subcommittee headed by the dis- 
tinguished gentleman from Texas, Mr. Poage, has recommended that 
the legislation be restored to substantially the form proposed by the 
Board. We hope the subcommittee report will be adopted and the 
bill passed. 

Cooperative credit, after all, has been developed on the very sound, 
though for some reason not always obvious, fact that every debtor must 
have credit or he could not become a debtor. If the credit of a num- 
ber of persons who need to borrow money can be organized coopera- 
’ tively a pool of credit belonging to them is created, from which they 
themselves can borrow and pay interest to their own credit pool. In 
other words, cooperative credit enables groups of people to monetize 
their own credit instead of paying some outside agency to do it for 
them. This principle has proven and is proving of inestimable value 
to agriculture. This committee is entitled to great credit for having 
helped to point the way toward these worthwhile results. 

It is altogether obvious that whatever surplus the banks for co- 
operatives have accumulated has resulted from the prompt payments 
of principal and interest to the banks on the part of their borrowers. 
From the standpoint of equity and cooperative principles this surplus 
properly belongs to the farmers and their institutions which have gen- 
erated it. If it seems important to the Government to receive more in 
return for its stock than its face value it would be preferable to fix 
some agreed-upon premium and let the cooperatives pay it off than to 
continue a perpetual Government financial interest as the Budget 
Bureau has requested. 

As long as the Government retains a financial interest in these banks, 
its officials will quite properly insist upon protecting that interest b 
supervising and, to a degree, controlling the banks’ operations. Such 
a situation will almost certainly have the result of dampening the 
eagerness of the farmers and their cooperatives to speedily pay out 
the Government’s stock and replace it with their own investments. 
Yet this, certainly, is the objective which we all have in view. 

Passage of this bill in the form recommended by the Farm Credit 
Board—and the subcommittee—will be a most important forward step 
toward self-dependence for American agriculture. It will also repre- 
sent another application to our problems of the principle of volunta 
mutual aid, which principle has been man’s best reliance all mee 
history in solving problems within the framework of free institutions. 

I merely want to say that the Cooperative League of the United 
States, which I represent as executive director, is strongly in favor of 
H. R, 5168 and all its basic aims and objectives, and hopes very much 
that it will be passed. We would also like to see the bill restored to 
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the form which was originally recommended by the Federal Farm 
Credit Board. We believe that the Federal Farm Credit Board 
was a creature of Congress, and we think its original thinking as con- 
tained in its original report was the best thinking that has been done 
on this subject. 

We do not want, however, to be in the position of saying that we do 
not want the bill passed in any event, because we do. We would be 
for the bill as it is now written, and would like to see it passed, espe- 
cially title I thereof. 

I want to say that with respect to title I, which affects the banks 
for cooperatives, you have a particular reason for the passage of 
the bill which isn’t quite so urgent in the case of the other titles, and 
that is that at present it is practically impossible, or at least exceed- 
ingly difficult, for the borrowers from the banks for cooperatives and 
the users of that service to retire the Government’s capital in those 
banks. We think that legislation ought to be passed right away which 
will facilitate and make that possible. It is not necessary, I think, for 
me to go into any details about the provisions of the bill. You have 
that from much better authority than myself. 

I would like to just suggest that whatever surplus is in the banks 
for cooperatives has been generated by the prompt payment of prin- 
cipal and ‘interest by the borrowers of the banks, and I think really 
belongs to those borrowers. I see no reason why the Government 
should receive back more than the face value of its own stock. If it 
were to receive more than that, such as a share in the surplus, I would 

refer to see it not done that way. The reason I would prefer to see 
it not done that way is because I would like to see this legislation in a 
clear-cut fashion se responsibility and ownership in the hands of the 
borrowers from the banks. I think that as long as the Government 
retains a financial interest, even at the point of liquidation, it will 
inevitably be necessary, in the discharge of their duties, for gov- 
ernmental officials to continue a degree of control over the banks. 

Therefore, I think that the desirability from the point of view of 
the cooperative borrowers from the banks of bending every effort to 
retire Government capital as fast as possible and take full responsi- 
bility upon themselves will be somewhat less under those circumstances. 

I would prefer to see some arrangement made whereby some pre- 
mium could be paid to the Government in some way or another, per- 
haps the franchise tax picked up for a period of years in the past, or 
something of that kind, so it could be a clear-cut, clean transaction, 
and the banks could be wholly owned by and fully responsible to duly 
elected officers of their own choosing. 

‘ i Chairman, I can leave it at that, if you would like to have me 
o that. 

Mr. Poace. Mr. Voorhis, we very much appreciate your being with 
us. We are always happy to have you back here. We remember you 
as a member of this committee in years gone by, before you left to 
enter the cooperatives, and we are always glad to have you back and 
have your suggestions. 

We are going to be faced with a difficult time situation, as I see it. 
I believe most of the members realize we will have a quorum call 
almost at any minute. I would like very much to get Mr. Maxwell’s 
statement this morning. 

Mr. Voorutis. I am sure you are all through with me, Mr. Chairman ? 
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Mr. Poaar. Yes, thank you. 

Mr. Jounson. Did I understand Mr. Voorhis to say that he had a 
suggested amendment ? 

Mr. Vooruis. No; I said that I would prefer to see the bill passed 
very much, without the provision in it which says that the surplus at 
the point of liquidation should go 88 percent to the Government. 

Mr. Poace. In other words, what he has said was that he wants the 
bill passed as the Board originally recommended it and not as the 
Bureau of the Budget recommended it. 

Mr. Voornis. That is exactly what I said. 


STATEMENT OF THOMAS A. MAXWELL, DEPUTY GOVERNOR AND 
DIRECTOR OF LAND BANK SERVICE OF THE FARM CREDIT 
ADMINISTRATION 


Mr. Poacr. Mr. Maxwell, I am sorry that we are under this neces- 
sity, but we will be glad to have you proceed. 

Mr. MAxwe LL. That is quite all right. 

Mr. Chairman, and gentlemen of the committee, as Director of the 
Land Bank Service, which is the part of the Farm Credit Adminis- 
tration particularly concerned with the supervision of the Federal 
land banks:and National farm loan associations, I would like to make 
a few general comments on the Federal land bank system before con- 
sidering the various sections under title III of the bill which would 
affect the future operations of the system. 

The Federal land bank system consists of 12 Federal land banks, 
1 in each farm credit district, and approximately 1,100 national farm 
loan associations. The land banks were organized in 1917 under pro- 
visions of the Federal Farm Loan Act for the purpose of providing 
long-term loans to farmers at reasonable cost. Over the years, ap- 
proximately 1.4 million loans have been made by the land banks for 
an amount totaling about $5.4 billion. Through the Federal land 
banks, farmers have a source of long-term credit at favorable rates 
of interest. The loans are long-term amortization loans suited to the 
needs of farmers. At present, the land banks have 330,000 loans 
outstanding for an amount of $1.3 billion. 

Federal land bank loans are secured by first mortgages on farms 
and the amount of the loan cannot exceed 65 percent of the normal 
agricultural value of the farm established by a land bank appraiser. 
Loans are made through the national farm loan associations, which 
are associations of mst bank borrowers, and must have the approval 
of the loan committee of the association. The borrower subscribes 
for stock in his local association in an amount of 5 percent of the loan 
and the association, in turn, subscribes for an equal amount of stock 
of the Federal] land bank. 

Originally, the Government subscribed for stock in the land banks 
totaling $8,892,130 which by 1932 had been reduced to about $150,000. 
To meet credit needs of the farmers during the depression of the 
1930’s, the Government made $125 million available for capital stock 
and $189 million for paid-in surplus to the land banks. The Govern- 
ment’s investment was retired several years ago and all the capital 
stock of the land banks which on December 31, 1954, totaled $78,134,- 
897, is held by national farm loan associations. On that date, the 
land banks had earned surplus and reserves of $259,824,094. The 
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Federal land banks which are a part of the farmers’ cooperative credit 
system, are entirely owned by the farmer borrowers through their 
national farm loan associations. 

Land banks obtain most of their loan funds by the sale of consoli- 
dated Federal farm loan bonds to the investing public. These bonds 
are joint obligations of all the land banks and are not obligations of 
the United States. On December 31, 1954, bonds outstanding totaled 
about $1,030 milion. 

Over the 38 years that the Federal land banks have been in opera- 
tion, they have accumulated a great deal of experience in sound farm 
mortgage lending and have greatly improved their service to Ameri- 
ean farmers. Title III of H. R. 5168 includes proposals which 
experience has shown to be desirable for improving the operations of 
the land bank system and its service to farmers. 

J will now explain briefly the provisions of Title IIT relating to 
the land banks. 

Reports to Farm Credit Administration, section 301 : Under present 
law, the Federal land banks and national farm loan associations 
must furnish the Farm Credit Administration with a quarterly 
statement of their condition and, in addition, it is the duty of the 
secretary-treasurer of each association to furnish a quarterly report 
to the Farm Credit Administration. Experience has shown that 
such reports are not needed quarterly and it would be preferable to 
have them at other intervals, such as annually or semi-annually. 
Under the proposed amendment reports would be made to the Farm 
Credit Administration as required by it instead of quarterly. 

Stock subscriptions by the United States, section 302: The Fed- 
eral Farm Loan Act provides for subscriptions by the United States 
to the capital stock of the Federal land banks, authorizes an appro- 
priation of $125 million therefor, and directs that repayments of 
such stock be held in a revolving fund available for further stock 
subscriptions. The last of the stock held by the United States in 
the land banks was paid off and retired in 1947 and, as directed by 
the Congress, the revolving fund was covered into the general fund 
of the Treasury in 1950. 

At the present time, therefore, there is no appropriation available 
for further subscriptions by the United States to the capital stock of 
the land banks and section 302 of the bill would repeal the statutory 
authority for such subscriptions and appropriations. 

Methods of obtaining appraisals, section 303: Under present law a 
Federal land bank may not make a loan until the security has been ap- 
praised by a land-bank appraiser, who is a public official appointed by 
the Farm Credit Administration. The proposed amendment would 
authorize the Federal land banks, with the approval of the Farm 
Credit Administration, to make a loan on the basis of an investigation 
and a favorable written report by a person designated by the land 
bank of the district. The loan could be used as collateral for bonds, 
but within 1 year, a written report on the security for the loan by a 
regularly appointed land-bank appraiser would be required. 

Tn the event the unpaid balance of the loan is more than 65 percent 
of the normal value established by the land-bank appraiser, the loan 
could not thereafter be carried as bond collateral in an amount in 
excess of such 65 percent. Further, the loan could not thereafter be 
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used as bond collateral in any amount unless the report of the land- 
bank appraiser establishes that the security meets the standards pre- 
scribed | by the Farm Credit Administration for a land-bank loan. 

The Federal land banks and national farm-loan associations over 
the years have gained considerable experience in carrying out intel- 
ligent lending practices, and it is believed that the time now has ar- 
rived to permit the banks and associations to assume more responsi- 
bility for appraisals. Such a step is consistent with the policy of 
Congress as expressed in the Farm Credit Act of 1953 to enceurage 
and facilitate increased borrower participation in the management 
and control of institutions under the supervision of the Farm Credit 
Administration. There are employees of national farm-loan associa- 
tions, as well as certain other persons, in each district sufficiently 
familiar with the appraisal standards prescribed by the Farm Credit 
Administration and appraisal work to enable them to make appraisals 
of security for loans. 

This proposal is in ‘the direction of increased local responsibility. 
The land banks desiring to avail themselves of the authority provided 
in this section, with the approval of the Farm Credit Administration, 
could make loans based on appraisals made by secretary-treasurers, 
other employees of national farm-loan associations, or other qualified 
persons designated by the banks to make such appraisals. It 1s likely 
that in many cases more prompt service could be provided if local 
people made the necessary appraisals. Thus, in many areas service 
could be improved and efficiency increased im handling applications 
and closing loans. 

This p al contemplates that satisfactory appraisal standards 
for Joans will be maintained, since such standards will continue to be 
prescribed by the Farm Credit Administration. It is expected that 
the subsequent appraisal by a Jand-bank appraiser will keep officials 
properly informed of the quality of appraisals under this program. 

Purposes of loans, section 304 (a): The Federal Farm Loan Act 
enumerates certain purposes for which Federal land-bank loans may 
be made, some of which require definition by the Farm Credit Admin- 
istration. ‘These provisions in regard to loan purposes are quite 
restrictive, since the law provides that loans may be made for the 
specified purposes and for no other. In some instances a farmer may 
desire to obtain a loan for a purpose which is sound and appropriate 
but the purpose is not plainly within those enumerated in the law. 

The proposed amendment would restate the existing purposes in a 
single, comprehensive provision which would recognize not only all 
general agricultural purposes but also under rules and regulations of 
ro aeder Credit Administration other requirements of the farm 

amily. 

Farming has become a highly specialized business and the farmer 
often rs interests outside the farm. For example, farmers may 
own trucks or heavy farm machinery which are used in the farm busi- 
ness but also in custom work off the farm. Such custom work is 
considered a commercial activity and the purchase of equipment for 
eustom work ordinarily is not an eligible purpose for a land-bank loan 
under the present law. Some farmers own packing houses, warehouses, 
and other facilities on or near their farms which will be used in the 
processing and storage of products produced on the farm, but also 

63138—55——4 
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used to some extent for the handling of products for neighboring 
farmers. The proposed change in the law would make loans for con- 
struction of such facilities and purchase of equipment for custom work 
eligible. The change relating to loan purposes becomes. particularly 
important if the Federal land banks are to serve a larger share of 
the part-time farmers, since part-time farmers work outside the farm 
and often need long-term credit for the purchase of trucks, tools, 
and other equipment used in jobs off the farm. 

The administration of the present law with respect to loan purpose 
involves considerable work and technical difficulties in determming if 
the purpose is eligible and later checking on compliance. Maintaining 
uniformity on eligible loan purposes among the districts also has 
been difficult. Furthermore, the rather restrictive provisions of the 
present law have been the cause of delays in determining eligibility 
of loan purposes, which has been a source of annoyance to farmers 
and the national farm-loan associations, 

The proposed amendment will provide a flexibility that is desirable. 
It will enable the banks to make loans for agricultural purposes and 
meet other needs of farm families for long-term credit, and also 
eliminate some of the technical difficulties in making loans. The result 
of this amendment therefore should be improved service for farmers 
and increased efficiency in operations. 

Recognizing outside income in making appraisals, section 304 (b) : 
The law now provides that a Federal land-bank loan may not exceed 
65 percent of the normal value of the farm mortgaged as established 
by appraisal, and that “in making said appraisal the value of the farm 
for agricultural purposes shall be the basis of appraisal and the 


normal earning power of said farm shall be a principal factor.” Under 
the present provisions, it is difficult to serve any part-time farmers, 


since an important factor determining values of part-time farms is 
the opportunity of the owner to obtain income from work outside the 
farm, Therefore, it is proposed that the law be amended to permit 
appraisers to reflect to a greater degree home advantages and the 
availability to a typical operator of dependable sources of income off 
the farm in making appraisals. This would make possible the estab- 
lishment of appraised values of part-time farm properties at levels 
which will enable the Federal land banks to serve a relatively large 
number of part-time farmers. 

With the growth of industry in rural areas, part-time farming in 
the United States has been increasing rapidly in recent years. Ac- 
cording to the census in 1949, there were 639,230 part-time farms. 
Also, according to the census, the percentage of all farmers who 
worked off the farms 100 days or more increased from 15.5 in 1939 to 
23.3 in 1949. Since further growth of industry is in prospect in 
rural areas the number of part-time farms may increase greatly in 
the future. 

While numerous institutions are available for financing urban homes, 
part-time farmers as a group are not adequately served with long-term 
credit. The full-time farm unit also is being more and more ade- 
quately financed by institutions providing long- and short-term credit. 
The part-time farm, however, a auameanainale new but fast-growing 
enterprise in our economy, falls into neither category, and many loan 
institutions have appeared reluctant to make their services available 
to part-time farmers. On such loans as are made interest rates are 
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comparatively high and the term of the loans often is too short to meet 
the requirements of the borrower. 

-. Reports were obtained from 142 selected national farm-loan associa- 
tions in different parts of the country on credit to part-time farmers, 
and these reports point out that part-time farmers need improved 
credit services. Adequate long-term credit is not available to many 
such farmers and to others oe at relatively high interest rates and 
for a term of years which is too short. The part-time farmers could 
benefit greatly by the favorable interest rates and the long-term amor- 
tization loans of the Federal land banks. The change proposed on 
appraisals should enable the land banks to help a larger number of 
families owning part-time farms. We believe it can be done on a 
sound basis. 

Loans to farming corporations, section 304 (c) : Since 1935, the Fed- 

eral Farm Loan Act has included a provision that Federal land bank 
loans may be made under certain limitations to corporations engaged 
in the raising of livestock. The proposed amendment would author- 
ize loans to corporations engaged in general farming operations sub- 
ject to the same limitations which now apply to corporations engaged 
m raising livestock. Under these limitations at least 75 percent in 
value and number of shares of stock of the corporation must be owned 
by individuals themselves personally.engaged in farming on the farm 
mortgaged as security, and the owners of at least 75 percent in value 
and number of shares of stock must assume personal liability for 
the loan. 
' Thus, under the limitations applicable to loans to farming corpora- 
tions, such loans would be limited primarily to closely held or family- 
type corporations. While the number of farms incorporated is still 
relatively small, incorporation of family farms is increasing. Owner- 
ship of a farming corporation is evidenced by shares of stock, which 
provides a clear-cut manner of determining the extent of ownership 
of different individuals. 

Through shares of stock parents can divide farm property among 
children in an equitable manner and the farm business can be con- 
tinued indefinitely as a business unit. A father can retire from own- 
ership of a farm by transferring stock to children. 

The present law limiting loans to corporations only to livestock cor- 

rations is unduly restrictive. A family that has incorporated the 

arm business and is engaged in the raising of livestock now may ob- 
tain a Federal land bank loan. On the other hand, a family that has 
incorporated the farm business and is engaged in crop production as 
the main enterprise is not eligible for a loan. Farming corporations 
engaged in types of farming other than the raising of livestock should 
not be denied the services of land banks, and the proposed amend- 
ment would extend the loans to corporations engaged in farming op- 
erations generally. 

Maximum loans (sec: 304 (d)): At present the amount of land 
bank loans to any one borrower is limited to $100,000 and loans ex- 
ceeding $25,000 must have the approval of the Farm Credit Admin- 
istration. It is proposed to amend the act to increase the maximum 
loan limit to $200,000 and eliminate the requirement that loans over 
$25,000 must be approved by the Farm Credit Administration. 

With the increase in mechanization of agriculture, farms are be- 
coming larger and the total investment per farm has increased sub- 
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stantially. Instances have been reported from time to time where. 
farmers have called at offices of national farm loan associations seek- 
ing loans but no application was filed since the amount needed was 
in excess of $100,000. Many farmers need long-term loans in the size 
classification of $100,000 to $200,000, and would find the land bank 
loans with the relatively low rates of interest and favorable repay- 
ment plans very helpful. 

Also, with years of experience in sound farm mertgage lending by. 
the land banks, approval of individual loans over $25,000 by the Farm 
Credit Administration is no longer necessary and full responsibility 
for loans made should be carried by the land banks and associations, 

The experience of the Federal land banks in making loans to larger 
ge generally has been favorable, since such farms usually are 
efficiently operated and the security is adequate. The cost of servic- 
ing is proportionately less on the large loans, and therefore expand- 
ing the service of the land banks to more of the large operators should 
increase the earnings of the banks and this increase in earnings will 
benefit all land bank borrowers. 

Deferment of installment payments (sec. 305): Federal land bank 
ioans are required to be made on an amortization plan under which 
the loan will be repaid within an agreed period of not more than 40 
years. The land banks have authority not to permit borrowers to 
aefer the payment of principal installments on their loans in distress 
cases. The Federal Farm Loan Act also includes a provision which 
specifically authorizes the banks to permit a borrewer to defer pay- 
ment of the principal portions of installments on his loan in order 
that he may pay indebtedness secured by a lien junior to the lien of 
the bank upon the farmland mortgaged to secure his land bank loan. 
Section 305 of the bill would permit deferments for other purposes 
for a period not exceeding 5 years under regulations prescribed by the 
Farm Credit Administration. 

Under this amendment in addition to deferments to liquidate junior 
liens, it will be possible to make deferments of principal to enable 
borrowers to pay short-term debts, to improve land and buildings, 
and for other purposes. This would provide a flexibility in land bank 
loans which heiht result in woe service to farmers. 

Legal reserves (sec. 306): Federal land banks. Under existing 
law, each land bank is required to carry to reserve account semiannu- 
ally a certain percentage of its net earnings, not less than 50 percent 
until said reserve equals its capital stock and thereafter 10 percent. 
There is no limitation on the total amount of legal reserve which is 
thus required to be established. Section 306 (a) of the bill would 
limit the legal reserve required to be accumulated by a Federal land 
bank to 150 percent of its outstanding capital stock, and permit any 
land bank having a legal reserve in excess of such 150 percent to with- 
draw such excess from the legal reserve account with the approval 
of the Farm Credit Administration. On December 31, 1954, legal 
reserves of the 12 Federal land banks totaled $108,664,000, which was 
equivalent to 139.1 percent of capital stock outstanding. In 3 Federal 
land banks the amount of legal reserves exceeded 150 percent of out- 
standing capital. 

National farm re associations: Under existing law, each national 
farm loan association is required to carry to reserve account semian- 
nually a certain percentage of its net earnings, not less than 10 per- 
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tent until said reserve equals 25 percent of its capital stock and there- 
after 5 percent. As in the case of the Federal land banks, there is no 
limitation on the total amount of legal reserve which is thus required 
to be established. Section 306 (b) of the bill would limit the legal 
reserve required to be accumulated by a national farm loan associa- 
tion to 50 percent of its outstanding capital stock, and would permit 
any association to have a legal reserve in excess of 50 percent of its out- 
standing capital stock to withdraw such excess from the legal reserve 
‘account with the approval of the Farm Credit Administration. On 
December 31, 1954, legal reserves.of all national farm loan associations 
totaled $16,710,000, which equaled 21.4 percent of capital stock out- 
‘standing in the associations. 

Examination costs of national farm loan associations (see. 307): 
Under existing law, the costs of examinations of the national farm 
loan associations by the Farm Credit Administration is assessed 
against and collected from the Federal land bank in the district, and 
there is no provision for recovery of such costs from the national farm 
loan associations. Section 307 of the bill would provide that such 
costs of examinations shall be apportioned to the national farm loan 
associations but shall continue to be assessed against and collected 
from the Federal land bank of the district, with the bank being au- 
thorized to collect such amounts from the associations in a manner 
approved by the Farm Credit Administration. 

Since the foregoing proposals were recommended to the Congress, 
we find that a further amendment would be needed in connection 
with the proposal to enable more loans to be made to part-time farm- 
ers. The Federal Farm Loan Act now provides that each land bank 
loan shall be on an amortization plan which calls for annual or semi- 
annual installments. 

Such annual or semiannual installments, however, might not be ap- 
propriate for part-time farmers whose outside income often is on a 
weekly, biweekly, or monthly basis. While most land bank loans 
would continue to be made on an annual or semiannual installment 
plan, we are now proposing that the law be changed so as also to per- 
mit repayment by quarterly or monthly installments as might be 
more appropriate in the case of loans on the part-time farms. This 
could be done by simply amending the present law to require only 
“a fixed number of one or more installments each year” instead of 
‘“a fixed number of annual or semiannual installments.” We have 
drafted an amendment to the bill which would do this. 
~The approval of these amendments would facilitate increased effi- 
ciency in the operations of the Federal land banks and national farm 
loan associations and enable the system to provide long-term credit 
to many farmers who at present are not eligible for land bank loans. 

Thank you, gentlemen. 

The CuatrMAn (presiding). Thank you very much, Mr. Maxwell. 

We will have to carry the questioning of the witnesses over until 
tomorrow morning, omause Teach: 

The committee will recess now until 10 o’clock tomorrow morning, 
and we will resume the questions at that time. ‘ 

(Whereupon, at 12: 35 p. m., the committee recessed, to reconvene the 
folowing day. at.10.a. m.) 


(The following statement was submitted to the committee :) 
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STATEMENT oF J. P. STONE, CHAIRMAN, AND GLENN C. LIVERMORE, AND B. J. Boyn, 
MEMBERS OF THE NATIONAL FaRM LOAN ASSOCIATION’s NATIONAL ADVISORY 
CoMMITTEE, IN BEHALF OF House Britt 5168 


Mr. Chairman and gentlemen, as the executive committee of the National 
Advisory Committee of the National Farm Loan Association, we endorse the 
bill under consideration as a further step toward greater farmer participation in 
the operation of the Farm Credit System, and a needed expansion of the services 
rendered the farmers by the sj stem. 

By permitting appraisals to be made by someone desigi:ated by the Federal 
land bank, with the approval of the Farm Credit Administration, the closing 
of loans will be expedited and more prompt service can be rendered applicants 
for loans. The provision is optional with the banks and associations, and sub- 
ject to approval by the Farm Credit Administration, and if the privilege should 
be abused, the Farm Credit Administration may withdraw or withhold its 
approval. 

The purposes for which loans may be made should certainly be liberalized. 
Under the present law, a farmer may obtain a loan to pay off an existing mort- 
gage on his farm, but he cannot obtain a loan to enable him to send his daughter 
to college, so he mortgages his farm to a local bank to obtain funds to send his 
daughter to college and then refinances the debt thus incurred, with a Federal 
land bank loan. 

The present basis of farm appraisals results in many applicants being denied 
loans. The value of farm improvements is considered—only as it relates to the 
farming operations, and not in relation to the home advantages afforded. A 
4-room frame house may contribute as much to the farm unit and farm income 
as a modern 5-room brick residence with bath and other conveniences, yet its 
value as a home should be considered in appraising for farm loans. The stand- 
ards of living of the farmers have been much improved, and the increased cost 
of living necessary to maintain these improved standards and the decrease 
in price of farm commodities have made it necessary in many instances for 
farmers to seek other sources of income. This does not always mean that he 
is a part-time farmer. Many wives of farmers teach school or work in factories 
or stores to supplement their husband’s incomes and enable them to maintain a 
higher standard of living for their families. In many sections of the country 
this situation is the rule rather than the exception. In our opinion, this improve- 
ment in the standard of living of the farm family will tend to keep them on the 
farm and will justify taking into consideration these other sources of income in 
making farm appraisals. 

In regard to increasing the maximum loan from $100,000 to $200,000; it is 
our opinion that although in some districts few associations would be affected ; 
and very few applications for loans of $200,000 or even $100,000 will be received, 
this additional credit should be afforded where needed. It has been suggested 
that a farmer may now obtain the same results by splitting his farm and apply- 
ing for 2 $100,000 loans, 1 in his own name and 1 in the name of his wife. We 
do know that the larger loans are more profitable and can see no objection to 
making loans in the amount of $200,000 so long as we can adequately meet 
the needs of applicants for smaller loans. 

While we are primarily interested in title ITI of the bill, which relates to the 
Federal land bank system, since many members of farm loan associations are 
also production credit association members, or are interested in banks for co- 
operatives, we endorse the bill in its entirety. 
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WEDNESDAY, MAY 18, 1955 


Hlousr or RepresENTATIVES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 1310, 
House Office Building, Hon. D. Cooley, chairman of the committee, 
presiding. 

The CHarrman. The committee will please come to order. 

When we adjourned yesterday, representatives from the Farm 
Credit Administration, Governor Tootell and other witnesses were 
present, but no members of the committee at that time propounded 
any questions. I asked Governor Tootell and his associates to return 
this morning. 

Governor, if you will take the stand now, with your associates, I 
am sure the committee will be interested in knowing your views about 
some of the things they would like to discuss with you. 


STATEMENTS OF R. B. TOOTELL, GOVERNOR, FARM CREDIT ADMIN- 
ISTRATION; GOLDEN F. FINE, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD; HOMER G. SMITH, DEPUTY GOVERNOR AND DI- 
RECTOR OF COOPERATIVE BANK SERVICE, FARM CREDIT ADMIN- 
ISTRATION; HAROLD A. MILES, DEPUTY GOVERNOR AND 
DIRECTOR OF SHORT-TERM CREDIT SERVICE, FARM CREDIT 
ADMINISTRATION; JERRY VOORHIS, EXECUTIVE DIRECTOR, 
COOPERATIVE LEAGUE OF THE UNITED STATES OF AMERICA; 
AND THOMAS A. MAXWELL, DEPUTY GOVERNOR AND DIRECTOR 
OF LAND BANK SERVICE, FARM CREDIT ADMINISTRATION 


The Cuarrman. I would like, Governor, if you will, to have you 
very succinctly state the objectives sought to be accomplished by the 
bill which we have before us. I appreciate the fact that you pre- 
sented a very fine statement yesterday. We also have an analysis of 
the bill before us. 

There is one item I would like to ask about, and that is the necessity 
for increasing the size of the loans from $100,000 to $200,000. Why 
do you consider that necessary ? 

Mr. Toorett., Mr. Chairman, it is simply to enable the land banks 
to render service to a little larger percentage of the total number of 
farmers in the country. We find in canvassing the national farm 
loan associations that from time to time there are farmers of sub- 
stantial size who need. something more than the $100,000, and who 
could be served by something between that and $200,000, who would 
like to borrow from the land bank system. 


51 
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The CHarrman. You, in your statement, of course, emphasized 
that situation, and you also made frequent reference to part-time 
farmers. 

Mr. Toorretn, That is right. 

The Cuamman. It seems to me, when you talk about part-time 
farmers and big operators, that we are losing sight of the family-size 
farmer, whom I know most of the members of this committee are 
intensely interested in. Is it just an effort on the part of the Farm 
Credit Administration to expand its business operations? The ordi- 
nary part-time farmer works in a factory most of the day and he is 
farming on the side. You mentioned the fact, or one of your asso- 
ciates did, that instead of taking into consideration the productivity 
of the farm or the normal income or earnings from that part-time 
farmer’s operation, that you take into consideration his other sources 
of income. 

Mr. Tooreti. Mr. Chairman, up to now, with respect to these small, 
part-time farms, the value assigned by land bank appraisers, the nor- 
mal agricultural value, has been based primarily upon just the earn- 
ings of that farm for agricultural purposes, and has not taken into 
account the value that that property may have by virtue of being 
a home for a family in which one or more members are employed, 
part time, anyway, away from the farm. Such farms have market 
values way in excess of any strictly agricultural value associated with 
its earnings. The number of part-time farmers is growing. 

As Mr. Maxwell pointed out yesterday, those part-time farmers do 
not presently have an adequate source of credit. Rather than our 
endeavoring to just cup our volume of business, we rather are 
interested in extending our service to a group of farmers, a growing 
group, as a matter of fact, in rural America, that does not have access 
to a satisfactory type of mortgage credit. 

The Cuarman. If I may interrupt you, suppose you were apprais- 
ing a property which is being operated by a part-time farmer. Do 
you not take into consideration the value of the dwelling house and 
the homes located on the farm? 

Mr. Tooret.. That is true, we do, Congressman Cooley, but the 
agricultural value, which would be the basis upon which a loan might 
be made, up to 65 percent, would be established at. considerably less 
than the market value, than the normal market value, unless, through 
this amendment, we were permitted to take this outside earning into 
account. This would permit us, on that type of property, to estab- 
lish something more than an agricultural value for a part-time farm. 

Mr. Poace. Governor, is not the effect of both of those amendments, 
going in both directions, simply to loosen up historic conceptions of the 
soundness of land-bank loans? Are we not getting into the shadowy 
area on either side, both the big loans that might become dangerous 
and the small loans which are possibly a personal loan rather than a 
real estate loan? Is that not. what you are doing? 

Mr. Toorrety. Mr. Poage, that certainly is not the intention of the 
Board. Our feeling is that we are taking recognition of a trend that is 
taking place in American agriculture. While the medium size Ameri- 
can type farm continues, and we hope will continue, to be the dominant 
type of farm in America, the part-time farms are increasing in num- 
ber, and, actually, the large-scale farms are increasing in number as 
a result of mechanization and other science in agriculture. 
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Mr. Poace. Let us follow it for a moment and see if I understand 
it. Maybe I do not. At the present time, our loans are made on the 
basis of the security offered. It is true, you will turn down a man 
who has a bad reputation. You should, no matter what security he 
offers. But assuming that the prospective borrowers have reasonably 
good reputations, you still will not loan any man any more money than 
the security that he offers justifies, no matter how good his reputation. 
He could sing in the choir every morning at Sunday schoal and all 
of that, and you are still not going to loan him more than 65 percent 
of the appraised value of his property, are you? 

Mr. Tooreri. That would be the maximum, sir, but there is still 
another factor in there that sets up an upper limit. That is his 
earning power and ability to repay. 

Mr. Poace. That is right, but you will not loan him more than 
65 percent of the value of that property. Now you come along and 
you find that because I am living close to town, and I have a piece 
of property that is worth $2,000 an acre, which will never in the 
world pay out from the production of the farm, but I have a good 
job in town, you say, “Fine, we will make you a loan on that.” 

Then I turn around and sell this farm the day after I make your 
loan, and I move into town. The old boy that buys it tries to farm 
it, and he cannot possibly farm it and make a living on it. But you 
have a loan on it just the same, have you not ? 

Mr. Toorret.. We feel, of course, that the successor in interest on 
that kind of a place, the man who would buy it, would also be one 
who would be very likely, you see, to have off-farm employment. 

Mr. Poaer. Are you not getting into the realm of speculation, 
which the land banks have so carefully stayed out of? Now, you 
are relying on the fact that when he sells it, his suecessor in interest 
would be likely to be a man who would have a good job. Have we 
not in the past required a great deal more certainty of what was 
going to happen than you are requiring now? 

Mr. Toorent. Mr. Poage, when we make a land bank loan to any 
good farmer, we are speculating on the fact. You see, with a loan 
for perhaps 20 years or 30 years, we are pretty sure that he is not 
the man who is going to pay it off. We are speculating that his 
successor will be a man of equal or nearly equal ability. I think 
that is one of the risks we have to take right along in the mortgage 
loan business. 

Mr. Poaas. Sir, I cannot agree with you there. That is not what 
you are doing. The law very pe says that you cannot loan more 
than 65 percent of the normal agricultural value of that property. 
You fix it over a long term and determine how much that farm will 
make not with Ralph Harvey running it, but with Tom, Dick and 
Harry running it you figure how much that farm will pay. That is 
the basis on how you make your loans today. You do not pick Ralph 
Harvey because he is a good corn grower. You say this land in 
anybody’s hands could make enough money to pay out. 

Mr. Toorst.. No, Mr. Congressman, we say a typical operator for 
this class of property. We say that a good farm is likely to have 
on it a good farmer. That. is historically the situation. We say 
that on # part-time farm of the kind-that we would propose making 
a loan on, typically the family that would occupy that type of prop- 
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erty will be one in which one or more members of the family are work- 
mg off the farm. 

Mr. Poaer. I do not want to belabor this point, but just to step to the 
other side of the picture, because I think they are related, you propose 
to raise the upper limits to $200,000. I introduced a bill here several 
years ago that raised the limit to $100,000. I thought it was a good 
thing, and I am not objecting to raising it to $200,000 now. I 
appreciate that $200,000 will not buy as much property as it once 
would. We put a provision in the law, however, that when the loans 
were above $25,000, I believe, you had to refer them to the Board. I 
notice you take that provision out and you suggest that you will not 
refer even the $200,000 loans. Why do you do that? 

Mr. Tooreti. Well, it is on the theory, Mr. Poage, that the land 
banks and the national farm loan associations have reached a state of 
maturity after 40 years of operation, and that they are competent to 

ass judgment on that type of loan. Not only that, but they are 
acking up that judgment with substantial reserves which they have 
accumulated over a period of 40 years. 

Mr. Poaae. Yes, but $200,000 loans would not take long to wipe out 
a lot of reserves. A bank used to be able to stand a lot of $5,000 losses 
and still be in business. It cannot stand many $200,000 losses and still 
be in business. 

Mr. Harvey. Would the gentleman yield ? 

Mr. Poace. Yes. 

Mr. Harvey. Is there not a further deterrent in this instance in 
that the bank, the Federal land bank, at the district level, reserves 
the right to refuse to accept or credit a loan that they do not think is 
good, that has been made by a local NFLA? So any local NFLA that 
makes a loan knows what the regulations and what the acceptances 
are. There is that deterrent there that will serve almost as an effective 
break as to what has been the previous policy; is that not true? 

Mr. Tooretx. That is true, Mr. Harvey. As a matter of fact, the 
national farm loan association itself may not go ahead and close such a 
loan. The commitment to loan that money would have to be made 
subject to approval by the land bank. 

Mr. Hore. Will the gentleman yield for another question ? 

Mr. Poace. Yes. 

Mr. Hore. Is not this requirement that the Board approve the loan 
just taking the step that we took in enacting the act of 1953, and which 
is followed up in this legislation, in recognizing the fact that the 
farm credit system is an organization which has obtained maturity 
now, and standing on its own feet, so to speak, and we want to give 
it a little more responsibility than it has had in the past ? 

Mr. Tooretn. That is right. We think it definitely is in the spirit 
of giving more control to the borrowers and the owners of the system, 
and putting the management and control more in the hands of the 
users of the system. We have no intention of compromising on the 
safety of these loans. We would not, by any stretch of the imagina- 
tion, propose to be indiscriminately making these part-time loans, 
nor to making 65 percent loans on these very large properties that 
could be made legally. Under an expanded upper limit, we still pro- 
pose to scrutinize each loan very carefully, and believe the associations 
and the land banks would do just that. 
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_ Mr. Poage, I will confess that I am at a loss on this. I understand 
this new bill will take away that veto power that you have on the 
national farm loan associations, and that that local association would 
have the right to appraise. I think that is a desirable departure. But 
T understand that the local association is going to have the right to 
appraise this property, including the $200,000 loan. 

Mr. Toore.y. Yes, it would. 

Mr. Poage. And they would have the power to make the loan and 
close it. All you can say is that you cannot issue bonds against 
over-appraised property. But by the time you have a lot of those 
Joans, and you find you cannot issue bonds against them, it is too 
late. The loans are then made. 

Mr. Toorern. Mr. Harvey referred to an intermediate step there. 
This bill proposes to eliminate the necessity for approval by the Farm 
Credit Administration back here, on loans of $25,000 or more in 
amount. But on loans in any amount, although the appraisal, as a 
result of this proposed legislation, might be made by the local national 
farm loan association, the approval, the final approval, of that loan, 
would have to be made by the district land bank itself. 

Mr. Poaaer. By the bank, but not by the Board. 

Mr. Tooretn. But not by the national farm loan association. 

_Mr. Poacr. And not even by the local board, as I understand it. 

Mr. Tooreus.. The board of your local national farm loan associa- 
tion, of course, would have to approve the loan. 

Mr. Poacr. That is something I do not know about. Does it? 

Mr. Toorrii. Yes. In every application for a loan, the board of 
the local national farm loan association, or at least a loan committee, 
comprising at least three members, has to approve that before it can 
be closed. 

Mr. Poacr. I know in my area the loan has to go to Houston to be 
closed. I understand that, but I did not understand that the board 
has to actually meet. Maybe you will have three members meet, but 
I did not understand that the board actually met and passed on the 
$1,400 loan that Henry Smith applies for. Does the whole board meet ? 

Mr. Toore.i. No; not the entire board. It is the loan committee 
that passes on it. If you will permit me, I am going to ask Mr. Max- 
well, the Director of Land Bank Service, to fill in on the detail of 
that. I am under the impression that the entire board does act on 
it before it is finally closed. 

Ts that right? 

Mr. Maxwetu. Governor, the associations may recommend a loan 
for closing to the bank before the association board finally acts on it. 
Subsequently, of course, the association board must approve the action 
of the association loan committee. 

Mr. Toorett. The board approves the action of the loan committee 
but it may be after the loan is closed? 

Mr. Maxwetu. That is correct. 


Mr. Toorety. But the loan committee has to approve it before the 
land bank can close it? 
~ Mr. Maxwetx. That is right. 
- Mr. Toorett. That is the loan committee of the National Farm 
Loan Association. 
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Mr. Poace. But that is the local association. In other words, you 
still have that local association at Podunk which can make a $200,000 
loan. 

Mr. Toorstu. No, sir. Any loan, whether $200,000, sir, or $2,000, 
has to be approved by the loan committee of the district bank, of the 
district land bank. 

Mr. Jounson. Is,that feature still in this bill? 

Mr. Toorretn. Yes, sir. 

Mr. McInvrtre. Will the gentleman yield? 

Mr. Poaer. Yes. 

Mr. McInrme. Is there a slight exception to that, Governor, or at 
least an implied exception where you have some associations who have 
been selected and who can make commitments to the applicant prior 
to the sprees of the district banks? 

Mr. Toorety. In recent years, that is true, that some associations 
have been empowered to make those prior commitments. But those 
are surrounded with certain reservations. When the loan papers are 
submitted to the bank, if it discovered something that it was convinced 
would result in an unsound loan in connection with this, it could still 
refuse to go on it, and the loan would never be, if closed, pledged for 
bond collateral. 

Mr. Poacr. That does not stop them from making the loan. You 
do not save anything by simply saying that you cannot pledge this 
collateral for bonds, because once you have the money loaned out you 
are going to have just as hard a time collecting it, whether you 
pledged it as a collateral for bonds or whether you have not. That 
does not add anything to your security. You keep telling us that 
the fact you cannot pledge it as collateral for the bonds is some kind 
of protection, that that somehow or other is going to make better 
loans, if you cannot pledge them. To me, the reverse would be true, 
the fact that you cannot pledge them for collateral shows on their 
face that they are not good loans. What I am trying to avoid is 
never making the kind of loans that you cannot pledge as collateral. 

I had thought the provisions about local appraisal were good. 
But when you give them the authority to go out and make an ap- 
ce for $200,000, and that local association probably does not 

ave $200,000 in assets, and most of them do not, when you let them 
make a loan of that size, sure, they have to endorse that paper when 
they send it down to the land bank, but what is their endorsement 
worth, if they do not have the assets? They go out and do the 
appraising. If they cannot make the loan, doing the appraisal does 
not mean a thing in the world. We might as well keep the present 
policy of waiting 6 weeks and getting somebody from the land bank 
to make the appraisal. 

You have not accomplished anything if they make the appraisal 
and then say, “We cannot lend you the money, we have to sit Seale an 
wait until we see if the loan is approved or not” They might as well 
wait for the appraisal. You have not accomplished anything. You 
have not accomplished anything by the proposed amendment in this 
bill if, in fact, you are going to wait, and the district board is going 
to pass upon these loans. It seems to me you either do not have 
this security you say yourhave, or-you’do-net have:this.freedom of 
action that 1s held out te-us. 
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Mr. Tooreru. I wonder if I might ask that Mr. Maxwell, who is 
Director of the Land Bank Service, be permitted at this time, Mr. 
Chairman, to make a comment with respect to these questions. 

_, The CHamman. Yes, sir. 
’ Mr. Maxweti. Thank you. Gentlemen, I would like to explain 
just a bit about the way this endorsement of loans is handled at the 
resent time. Mr. McIntire referred to the arrangement between the 
ank and the associations whereby the associations, in effect, could 
commit the bank. The present law does not provide, nor does the 
proposed change in the law contemplate that the authority will be 
Relegated to the associations to make final approvals of loans. At 
the present time, there is a working arangement with selected as- 
sociations whereby the bank says, “If you make this loan, if you 
want to go ahead and commit the bank for this loan, we will back 
you up.” But that is a working arrangement and there are certain 
limitations in effect in connection with that. 

In some cases the limitation is as to amount. In other words, the 
bank might say in a particular type of case, “If the amount of this 
loan does not exceed $10,000, we will back you up. But if it is more 
than $10,000, we would like to see it first.” 

Presently, in no case in this working arrangement can an associa- 
tion commit the bank for an amount in excess of $25,000, because all 
amounts in excess of $25,000 must have the prior approval of the Farm 
Credit Administration. 

Mr. Poace. Yes, but you want to change that. 

Mr, Maxwe tw. Yes, that is true. But it is expected that the land 
banks will continue to exercise such supervision as would be 
ip Ee ere 

fr. Poace. But, Mr. Maxwell, if that is good, and you are throw- 
ing that out to us now as if that was a good thing, why should we write 
it out by this law? 

Mr. Maxweu. I think we should recognize that the approval by 
the Farm Credit Administration requires that that be approved by 
someone representing the Washington office of the Farm Credit Ad- 
ministration. It is our belief that the Federal land banks and the offi- 
cers of the Federal land banks, through their experience, through the 
years, should be able to exercise that authority without having it ap- 
proved by someone from the Washington office. 

Mr, Poacr. Can this thing not be looked upon as something that is 
comparable to the way the insurance companies make loans? I have 
borrowed some money from the Bankers Life. I never borrowed a 
large amount. I got the loan approved at Dallas. It did not have to 

o to the home office at Des Moines. But I know people who made 
arge loans from the Bankers Life that they had to send it in to Des 
Moines to find out if they would make the loan or not. I think every 
life-insurance company follows that general policy that they will let 
their branch offices make loans within a reasonable amount. But if it 
gets to be a very large amount, it has to go into the home office before 
they will com:nit themselves to make that loan. Is that not almost the 
universal policy of every life-insurance company that is staying in 
business today ? 

The Cuarmrman. And commercial banks, too. 

Mr. Poace. That is correct. I can go right into almost any bank and 
get $500 or $1,000, but if I want $25,000, 1 have to go to the Board. 
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Mr. Maxwetu. Gentlemen, under this bill, we would consider the 
home office to be the Federal land bank, rather than the Washington 
office. That is the only difference in our ideas from the ones you 
present. 

The Cuatrman. May I interrupt to ask a question on the $200,000 
Joan. How many loans or how many applications have you had to 
turn down because you.did not have authority. to go above $100,000% 
You actually have not had any, I suppose, bécause nobody would. ap- 
ply, knowing your limitation. 

Mr. Maxwe.u. That is right. 

The Cuarrman. So you have not had any experience, but want the 
authority to go to $200,000 so that you may expand your financial 
lending authority ? 

Mr. Toore.i. So we can expand our service to that group. 

The Cuatrman. When you loan a man $200,000, you are lending the 
money toa big operator. You know that; do you not? 

Mr. Tooret.. That is true, sir, but only about half as big as a $200,- 
000 operator would have been 10 years ago. 

The Cuamman. That may be true in a degree. When you loan the 
part-time farmer, on a basis other than that provided in the law, 
you are ee the risk that you are not now required to take or 
permitted to take. wey would it not be just as well to change that 65 
percent figure and make it 75? Would that not take care of the 
situation ? 

Mr. Toorern. We think it would not, Mr. Chairman. Going. back 
to this small-time farm loan which we propose, we had experience with 
that in connection with the so-called prudent investment type of com- 
missioner loans back in the mid 1930’s, where we were permitted to 
recognize home values and outside income in establishing the value-for 
Land Bank Commissioner loans. Our experience with those types of 
loans was very good, because the sales values of those properties were 
excellent. 

The Cuarmman. Yes, but not for farm purposes. 

Mr. Toore... Well, their sales value as a home for rural dwellers 
is good. 

The CHArRMAN. What you are doing is encouraging a lot of indus- 
trial workers to engage in farming and go into competition on a small 
scale with other farmers who are entirely dependent upon farm- 
ing for a living. On the one hand, this agency would be encouragin 
small farmers, while the general impression is that other agencies o 
the Government would like to see a lot of small farmers plowed under 
and go out of business. 

Mr. Horr. Will the gentleman yield? 

The Cuatrman. Surely. 

Mr. Horr. I do not know just what agencies the gentleman may be 
referring to there, but certainly this is entirely in harmony with the 
aunts made by the President in his message to Congress with 
respect to the small farmers, when he stated that one thing that was 
needed by the part-time farmer was access to credit. 

The Cuatmman. He was talking about small farmers, not part-time 
farmers. 

Mr. Horr. Pa farmers are included in that. They were 
included as one of the'groups that would be benefited, and one of the 
“outs” as far as small farmers were concerned, as mentioned in that 
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message to Congress, was that some of them would have to get part of 
their income from something besides the farming, if they are going 
to have an adequate income. 

The CuatrmaNn. I thought the President was talking about small- 
farm operators. I did not understand that he was talking about 
part-time operators who were engaged in working in the railroad 
shops, in the textile mills, and doing farming in the afternoons, in 
competition with men who are entirely dependent upon agriculture 
for a livelihood. I can easily see that the small operator probably » 
needs more credit today than he did 15 or 20 years ago because he is 
required to buy more machinery and other things. 

In my area, they are going into irrigation, and are being forced to 
do it. They have to buy a lot of equipment that was unknown 25 years 
ego. Iam, of course, eager to liberalize your authority so that you can 
take care adequately of the credit needs of all groups. 

Mr. Tooretn. We feel, sir, that this is recognizing a trend that has 
been going on for some time, and it is a matter of trying to modernize 
our credit service. 

The Cuarrman. Mr. Hope has a question. 

Mr. Hore. The only additional point I wanted to make was that 
it seemed to be generally recognized that the opportunity for a good 
many small farmers to stay on the farm lies in their ability to get 
some outside work, to supplement their farm income. We see that 
going on, and the Chairman must have some of that going on in his 
area, with its great industrial development. We see it going on in 
States like Kansas, which is not highly industrialized. I think that 
is one of the ways out for the small farmer, as far as staying on the 
farm is concerned. 

Mr. Jonnson. I have had some experience in selling real estate. 
For instance, you have a 160-acre farm next to a big city, and you have 
a 160-acre farm of equal value, as a going farm, back 20 miles or 30 
miles in the country. When you are making your loans at the present 
time, do you have to put the same value on both farms? 

Mr. Toorett. No, sir; we do not have to put the same value on both. 

Mr. Jounson. That is, if they are equal in every respect, except loca- 
tion. 

Mr. Toore.u. If they are equal in every respect except location, 
we still would give an advantage for location to the one located nearest 
the city. Its cost of marketing, purchasing, and that sort of thing 
would be less. 

Mr. Jonnson. Then you want to be able to give an extra value due 
to the fact that the man that lives on this 40-acre or 20-acre place has 
a chance of working in a factory ? 

Mr. Toorett. Yes. You see, on an ordinary farm unit, the probable 
normal income and expense, is determined, and on these small units, 
the net income would not be enough to pay the living costs of a family 
and to repay the loan. This simply would permit us to give considera- 
tion, you see, to earnings off the farm, as a means of paying part of the 
family living and repaying the loan. 

Mr. Jonnson. It seems to me that would come under your location. 
If that farm is in a location where it is possible for the owner to do 
part-time work, that you would consider that at the present time. 
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Mr. Toorety. We would not consider that kind of value in making 
that kind of a loan, unless it were located so that there were an oppor- 
tunity for the occupant of the property to have off-farm income, 

Mr. Jounson. You would be. putting a value on the value of the 
home as well as the value of the real estate as a farm unit. 

Mr. Tooreti. That is right, 

The Cuarrman. Mr. Meintire? 

Mr. MeIntirg. Mr. Chairman, I was wondering if the Governor 
could prepare and insert into the record some figures which would show 
the loan experience on prudent investment loans of the land bank com- 
missioner during the period in which they were made. 

Mr. Tooretn. I rather believe we could, Mr, McIntire, I believe 
we have some studies that relate specifically to that. If the com- 
mittee should desire, we will be glad to try to find the results of those 
studies and have them inserted into the record. 

The Cuarrman. Would you like for that to be done? 


Mr. McIntire. I would. 
The CHatrmMan. Very well. We ask you to furnish that for the 


record, 
(The data referred to above is as follows:) 


EXPERIENCE OF THE FEDERAL FARM Mortaace CorPoraTION Wirth PRUDENT 
INVESTMENT LOANS 


Prudent investment loans were authorized by the act of Congress approved 
May 28, 19.5, which amended section 32 of the Emergency Farm Mortgage Act 
of 19338. This amendment provided definite authority for farms to he valued 
at an amount representing a prudent investment, and that both first and second 
mortgage commissioner loans could be made within the 75 percent statutory 
limits based on prudent investment value. In authorizing loans on prudent invest- 
ment values it is apparent that Congress recognized that, in connection with 
many typical part-time and full-time farms, community standards of values due 
to location and availability of dependable sources of outside income frequently 
exceeded the levels of value for general agricultural purposes. 

During the period from October 1935 to June 1946 the Federal land banks, 
acting as agents of the Land Bank Commissioner, made a total of 5,237 prudent 
investment loans. The following table shows, by districts, the number and 
amount of prudent investment loans made during this period and the number 
of loans where, as the result of default, it was necessary to acquire the properties 
securing the loans: 


Nur ber of 
Number Amount properties 
acquired 


Springfield \ $4, 171, 690 6 
Baltin ore 339 914, 100 None 
Col'ur bia 1, 450, 000 None 
Loiisville , 300 None 
New Orleans ‘ 391, 000 None 
552, 800 None 
249, 300 Nene 
300 


; None 
105, 900 
187,000 
2, 367, 100 
533, 000 


11, 438, 400 


The Cuamman. Could you give us an idea of how many $100,000 


loans you now have? 
Mr. Tooreiy. Mr. Maxwell, could you do that? 
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Mr. Maxwetu. Gentlemen, we do not have an accurate record of the 
number of $100,000 loans we now have. 

The CHarrman. Could you get an estimate? 

Mr. Maxwetu. Yes, we could, and he will be glad to supply it to you. 

(The information referred to is as follows:) 


JSTIMATED NUMBER OF FEDERAL LAND BANK LOANS AGGREGATING $100,000 


Public Law 433 approved October 29, 1949, provides that the amount of Federal 
land bank loans to any one borrower shall in no case exceed a maximum of 
$100,000. The following table shows, by districts, the estimated number of cases 
where loans aggregating $100,000 have been made: 


Leper e Estimated Estimated 
District : number of cases number of cases 


Springfield ! Omaha ; 14 
RTE pa od eaten Sones Wichita 5 
Puerto Rico : Houston 35 
Columbia Berkeley 35 
ie. ERS eRe ener eee t Spokane 

New Ofrleans___.-......_~-- 

St. Louis E Total 

. PRON Sra None 

Mr. Harvey. Mr. Chairman, I want to make this comment. In the 
Midwest, in our area, we have a great deal of industry that has moved 
in in recent years. Primarily, there used to be a lot of small farms, or 
moderate sized farms, 40 to 60 acres, 25 and 20 years ago, which con- 
stituted a full-time job for a farmer, and he could make a fairly ade- 
quate living on that farm, but today he cannot do it. The units have 
a tendency to remain pretty much the same. Those farmers are largely 
seeking part-time work, not because the farms have changed size, but 
simply because the size of the farm required to make an adequate living 
for the family has increased. So, being unable in many instances to 
expand the size of the farm, they have simply gone into some part- 
time work in order to supplement their income. 

The Cuatrman. Mr. Harvey, what I had in mind was the situation 
where a borrower might lose his job in the city, or, for that matter, 
lose his farm because he has lost his city income. I think we should 
proceed cautiously. As Mr. Poage pointed out a moment ago, if 
you make a lot of these smaller type loans to small farmers, and big 
loans to big operators, what will happen to the system? 

Mr. Harvey. I agree with the chairman that these two new phases 
of the program should be approached very conservatively, especially 
in the initial stages, to get enough experience to know just what the 
pattern could be and should be. 

The Cuatmrman. Mr. Jones? 

Mr. Jones. I have not studied this bill enough to know, but if we 
are trying to change a policy to conform to what I interpreted the 
Secretary to mean, when he made a statement a few days ago about 
extending more credit to small farmers and part-time farmers, I am 
for extending more credit to the small farmer, but I interpreted his 
remarks to mean that he favored extending credit to the fellow who 
was going to go into farming as a part-time occupation to supplement 
his city income. I am very much opposed to that. If this bill does 
anything to make credit more liberal or to make it available to the 
fellow, say, in the city, who wants to keep a job in the city and then 
go out into the country and maybe open up a little dairy, and con- 

63138—55——5 
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tribute more to that surplus, or if we are going to permit a man who 
has some other form of livelihood to go out and get into some other 
kind of farming to further contribute to this surplus, then I am very 
much opposed to that. Maybe I misinterpreted the Secretary’s state- 
ments, but that was the impression that it left on me at the time it 
wasmade. I donot want to get into that. 

Does this bill make credit more liberal in any way to the fellow, 
say, who is a taxi driver, a barber, a lawyer, a doctor or somebody, 
to go in and take up part-time farming ? 

Mr. Tooretn. No; I think not. ‘i I understand it, one phase of 
the President’s program for low-income farmers would be to encour- 
age farmers who are located on small properties with very limited 
resources, to encourage a certain percentage of those to leave those 
properties and go to urban employment. Many farmers who would 
do that, who would leave a situation in the country in which they had 
limited resources and accept work in the city, would be interested in 
a part-time farm. ‘They would be interested in, instead of becoming 
strictly a city dweller, becoming a fringe dweller, and being a part- 
time farmer, while perhaps making a major part of their income from 
urban employment. 

Mr. Jones. I do not want to see that policy enlarged upon because 
we know that the small farmers are having a difficult time as it is. 
To encourage more people from the city who have an income and 
who are earning a livelihood there to go out and try to get in competi- 
tion with this small farmer, I am not in favor of the Government 
financing that at all. 

The Cuamman. Gentlemen, we have that situation, and it is grow- 
ing over the country. One of the best tenants I have on my farm 
works 8 hours a day in a railroad job. I would not swap him for 
anything. But, actually, he makes enough to make a living. I know 
in the burley tobacco area—and we had that tobacco bill up here some 
time ago—these boys are complaining that the city fellows are going 
out and getting a half acre of land and going into burley tobacco 
production. 

Mr. Jones. You do not endorse that ¢ 

The Cuamman. No, I do not. I do not encourage that. I would 
like to see the man who has a small farm enlarge his acreage and 
make it a self-sustaining unit. We have legislation and money avail- 
able to encourage that sort of thing. When the President said he 
thought the small farmers should have some credit facilities that 
they do not now have, I did not know what he was talking about. 
If we have not provided adequate financing facilities for the farmers 
of this country, I am not aware of it, and I would like to see it pointed 
out. You have pointed out that we have not provided for the big 
operator to have a $200,000 loan, and we have not provided for the 
part-time farming operation. I am not too interested in the part- 
time operations. The man in the textile business or the railroad 
shops is a city industrial worker and has no business going out on 
the farm. I can see where a lot of them would be induced to go to 
the farm, because of taxes, and because of its being a better place to 
rear his children and all of those things. If you are interested in 
farming and in trying to make those on the farm self-sustaining, I 
think we should move cautiously in this activity. : 

Mr. Jones? 
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{r. Jones. One thing I wanted to bring out here is that it seems 
in our efforts to help the small operator, whether he is in the city or 
the country or wherever he is, we have gone all out in trying to finance 
the man for a home in the city. In other words, we read in the paper, 

“Buy a home; no money down.” Yet, to the farmer, who has an op- 
portunity to buy a little farm, we so restrict him that we will finance 
only a small portion of that. That is the fellow who is handic apped. 
If he could get that small farm, he could earn income and pay that off. 
But a fellow buying a home with no money down, we have actually 
put him in a position where he has nothing invested, he is making 
payments less than he might be paying for rent, and no income at all 
from such an investment, if it might ‘be called an inv estment, which 
it actually is not. 

I want to see our farm credit so expanded to where this fellow who 
wants to buy a farm can have the same opportunity and be treated 
in the same manner as we have applied to home purchase loans. 

Down my way, for instance, when a fellow gets ready to buy a 
farm, they say, “We cannot loan you so much money because of the 
inflation here.” When things get back to normal, and T do not know 
what that is, he would not have enough equity in that farm. That 
is what I want to see broadened and liberalized, so a fellow can buy 
« farm to make a living, and then I think he can justify paying the 
prices, even in what we call the inflated period, on a farm, if he is 
a fellow capable of carrying on a farm operation. I think he will 
make the payments to do it. That is what I want to see liberalized. 

The Cuatrman. Mr. Bass? 

Mr. Bass. Mr. Chairman, going further in what you were talking 
ubout, I think paragraph B. section 304, page 33, clearly indicates 
that the full-time farmer would actually be penalized because the part- 
time farmer or the industrial worker, under that section of the bill, 
would definitely be given an advantage in borrowing power over the 
full-time farmer. If I properly read that, it means that not necessar- 
ily the farm equity or the farm production or anything else would 
be the sole source of security on the farm, but his earning power in in- 
dustrial or other employment. [ look at that section of the bill with 
a great deal of apprehension. I do not believe that that would be in- 
tended to encourage full-time farmers. 

Mr. Tooreit. Mr. Bass, we certainly do not mean by paragraph B 
there to imply, and I can assure the committee we would have no in- 
tention of taking off all holds on this thing, but, rather, we simply 
would be taking into account. something besides the earning power of 
that property as a farm unit. We w ould still be loaning 65 percent 
maximum of a value substantially less than the market value of it. 

Mr. Bass. Yes; but take this illustration. I want to buy a farm and 
will be a full-time farmer. I make application for a loan on the farm 
as a full-time farmer and have no other source of income other than 
the farm production. The man who has a part-time job makes appli- 
cation competing with me on that farm. He would be given the ad- 
vantage over a full-time farmer: would he not ? 

Mr. Toorety. It is very difficult to define advantage or disadvantage 
in that sort of a situation, because-—— 

Mr. Bass, Well, if he could not be given an advantage, then, there 
would be no ieed for this section ; Ww ould there? 
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Mr. Tooret.. I would not say that. I would say this is simply rec- 
ognizing a value which exists there, and a source of earnings which 
exist to a typical family living on that property. 

Mr. Bass. I still think that is decreasing the advantage of the full- 
time farmer in securing a loan. I still hesitate to vote for a bill which 
would give a part-time or an industrial worker an advantage in secur- 
ing a loan to say a farm over a full-time farmer. I think the migra- 
tion is a little too strong that way now. 

Mr. Tooretin. Mr. Chairman, might Mr. Bagwell, our General 
Counsel, make a comment at this point with regard to this phase of 
the proposed legislation ? 

The Cuarman. Yes, sir. 

Mr. Baewei. Mr. Chairman, my name is John Bagwell; I am the 
General Counsel of the Farm Credit Administration. Having drafted 
the bill, I would like to explain what we had in mind on those two 
things. The part-time farm issue is not related to this increase in 
the size of the land bank loan. 

The Cuatrrman. It is not related, except that you are trying to 
expand upward and downward to take in additional people. 

Mr. Bacewetu. It is related in that sense, Mr. Chairman. What we 
had in mind in increasing our authority to make loans to part-time 
farmers was not to make loans to industrial workers and people in 
the city who would go out and engage in part-time farming, but rather 
to include those people that are farming and who are supplementing 
their income by working in the factories, where they are Nodated near 
the cities. They supplement their farm income in order to make a 
living. 

The Cuatrman. How could you do that without doing the reverse ? 

Mr. Bacwetu. Well, it is conceivable that you might have some of 
the reverse happen. But down in the Piedmont section, which section 
the chairman is fully familiar with, a great many of those farmers 
are working in the factories, the cotton mills, the shirt factories, and 
they are making some supplemental income. It is that type of farmer 
that we had in mind. It is not the only one, but I use that only as an 
illustration. Those people are working down there in the cotton mills, 
and other members of the family are operating the farm. The mills 
even send trucks to pick them up in the morning and bring them back 
at night. 

The CHatrman. A man in the mill is working 8 hours a day, and 
probably pretty soon he will be working 7 and then 6 and then go down 
to a 5-hour day, with a 5-day week, and you are going to keep him in 
the farming business. He is drawing industrial pay and farm income. 
Then he retires on social security and keeps on farming. 

Mr. Baewetu. They are farm people and will keep on farming. 

The CHatrman. They were farm people originally and they will 
keep on farming. 

Mr. Baewewt. That is right. That is the group we had in mind in 
increasing this authority. We had no intention whatever of trying to 
encourage the mill worker, doctor, or lawyer in town to go out and 
buy a farm and obtain credit. 

The Cuarrman. Mr. Matthews? 

Mr. Matruews. I wanted to make some observations on title I, if 
it is proper at this time, just 1 or 2 observations, if I may. I am par- 
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ticularly interested in the liquidation of the production credit corpo- 
ration, and giving the production credit associations what you might 
say to be the expense of the production credit corporation operation, 
but not letting them enjoy any extra benefits. Concerning the inter- 
mediate banks, if the production credit associations could take them 
over simultaneously, I could see a pretty good proposition there for 
these little farmers who in my district own these production credit 
associations. I know, Governor, that you have thought that over 
very carefully, but some of my people have complained to me about 
that particular thing. They say that they have two objections to 
that. They say if the production credit corporations are liquidated, 
and the credit associations take them over, No. 1, the cost of that oper- 
ation will be borne by the credit associations, and the control over the 
amount of that cost will not be in their hands, since the advisory 
board will have a majority who are not responstble to the production 
credit association. 

I wonder if you would like to make any comment about that? 

Mr. Toorretn. Yes; I would. The intent of title I, of our legisla- 
tion, is to provide a mechanism by which the remainder of the Govern- 
ment capital in the entire production credit system will be returned to 
the Treasury, and the production credit system put in a position of 
standing on its own feet and being free from Government subsidy. 
The plan adopted by the Board for doing that calls for the retirement 
of the remainder of the Government capital in the production credit 
corporations, the supervising agencies at the district level, over a 
period of approximately 10 years. In the meantime, during that 10- 
year period, the producton credit associations, successively, in 10-per- 
cent increments, assume the cost of their own supervision. We think 
that is sound. We believe, if that were to go through on schedule, 
it would mean that the production credit system at the end of about 
33 to 35 years, had freed itself from Government subsidy and was a 
self-supporting institution. 

Mr. ‘Marruevs. Governor, I understand that, but the thing that I 
wonder is why there could not have been sort of a simultaneous propo- 
sition worked out where at the same time they are loaded with the 
extra costs of the production credit association they could not get some 
of the extra profits from the intermediate credit banks. 

Mr. Tooreit. I am very happy to talk to that point, because there 
has been a great deal ‘of misunderstanding about it. There are quite 
a few who have taken the view that here are two corporations at the 
district level engaged in the short-term credit business, these produc- 
tion credit corporations that supervise the associations, the interme- 
diate credit banks that discount the paper for the production credit 
associations. And they say the production credit corporations have 
no earning power. Their entire income is from interest on Govern- 
ment bonds. On the other hand the intermediate credit banks have 
rather substantial earning power. They say, “We would rather buy 
the intermediate credit banks which have this earning power and 
use that earning power to pay for the supervision of the associations,” 
which I think most of them grant is a necessary thing, a continuing 
supervision. In that line of reasoning, they fail to recognize where 
the income must inevitably come from. There is no magic at all about 
this. The income of the intermediate banks is a result of interest 
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which farmers pay. If the intermediate credit banks were to assume 
the cost of supervision of production credit associations, it could be 
done only by a higher discount rate than they would charge if they 
were not assuming that cost of supervision. 

On the other hand, if the production credit corporations were to be 
maintained, and the associations were to be asked to pay for their 
supervision through assessments on the individual associations, it 
would mean that the production credit associations probably would 
have to charge a little higher interest rate to the PCA borrowers. 
We think in any event it would mean a little higher rate of interest 
than the PCA borrowers otherwise would have to pay. But there is 
no other source of income for them. 

Mr. Marruews. Governor, do you have a definite timetable to make 
recommendations for turning these banks over to the production 
credit associations ? 

Mr. Tooretx. Mr. Matthews, the Federal Farm Credit Board cer- 
tainly would hope within this calendar year to be able to come to a 
conclusion on that and to prepare a plan which it would submit to the 
Congress. 

The Cuarmman. Mr. Hagen ? 

Mr. Hacen. Governor, you are in a position, of course, to see this 
whole picture. We have heard a lot of bankers speak on this subject. 
I understand one of the principal motives for this legislation is that 
expression of policy in section 2. We are interested not in some past 
policy that was adopted but in the practical effect of these changes. 
We have had very little talk about how this is going to affect the loan 
policy of these Federal credit agencies which were set up to meet a 
need. I have heard, for example, the complaint made from many 
farmers that these production credit associations and various other 
agencies have become just like a great many private banks. They 
will loan you the money if they do not need it. 

I get complaints that some boards of local governors take care of 
their friends. The guy that really needs the Government aid in 
getting a loan does not get it. I am not evaluating these complaints. 

am merely reporting them for your comment. I am just wondering 
if there could be more emphasis on what is the practical result that 
is going to happen with these changes. There has been no showing 
made that the present system is not working,adequately, and what 
results will accrue from making these changes. There has been a lot 
of talk about the meaning of the statutes, and there has been a lot 
of technical talk, but it has not been brought down to the farm level. 

The chairman has, however, somewhat touched on it in connection 
with these part-time farmers. As I understand it, the New Deal for 
about 20 years tried to help some of these tenants and sharecroppers on 
the land down South. Apparently they did not succeed too well. 
One reason was because there was a failure to appropriate money for 
some of these programs, outside of your field, I believe. which was 
designed to put them on the land and let them get a share in it. I 
would like to hear some comment from you and others on the com- 
pelling reasons for this legislation from the standpoint of the farmer 
who needs money and who can make a reasonable living at farming. 

The Carman. If the gentleman will yield, I understood Governor 
Tootell to say that there was a need to increase the limit for loans 
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from $100,000 to $200,000, because there was a group of people en- 
zaged in farming who need credit in excess of $100,000. 

That is right, is it not, Governor? 

Mr. Tooreiy. Yes, it is, Mr. Chairman. 

The Crarman. He was limited by 65 percent of the normal 
earning capacity of the farm in such a manner that he was not able to 
provide adequate facilities for the part-time farmers or the small 
farmers. That is right, is it not? 

Mr, Toore.y. It is, sir. 

The Cuarrman. They are the two compelling reasons, as I under- 
stand it, he has presented. 

Governor, you and your associates will return, will you not? 

Mr. Tooretn. We will be glad to, Mr. Cooley. I am glad you 
desire to hear the out-of-town witnesses this morning. 

The Cuarrman. Mr. Simpson has a question. 

Mr. Suupson. Governor Tootell, I am a little confused. Does this 
bill increase production on the farm, the small farmer, the part-time 
farmer or any farmer ? 

Mr. Tooreti. Mr. Simpson, it is difficult to answer that. I suspect 
that any move or any legislation which might make credit a bit more 
available to a particular group of people occupying the land might 
be construed as being in the direction of encouraging production a bit. 
But, certainly, that is not the intent of it. We think we would say 
definitely that it would be a very minor consequence of it. It is more 
particularly a matter of enabling people who presently do not have 
a satisfactory source of credit to use the services of the system. 

Mr. Stmpson. But the increase of the farmer, if he can produce more 
crops, what provision do you have in the bill to handle the additional 
surpluses that are going to be created? I am still confused. 

Mr. ToorrtL. The matter of surplus, of course, is the responsibility 
of the Secretary of Agriculture. It is not that we are not concerned 
about it, we definitely are. Anyone in the lending business is con- 
cerned about the matter. 

Mr. Simpson. Here is the Secretary, and ever since I have been on 
the committee, at least, for the last 4 years, talking about getting rid 
of the surpluses. Here is something else to put the surpluses higher. 
Mr. Chairman, I am still confused. 

The CHatrman. The Chair promised to recognize Mr. Anfuso 
for a question. 

Mr. Anruso. Mr. Chairman, rather than asking the Governor, 
I would like to ask you a question. Mr. Chairman, assuming that I 
had a back yard or land large enough in back of my house to start 
a farm in Brooklyn, does that mean, assuming that we passed upon 
the Governor’s recommendations that I could get a loan? 

The CuairMan. Yes. 

Mr. Anrvso. Would that not violate the spirit and intention of 
the original law? 

The. Cratrman. I would be glad to encourage one farm in 
Brooklyn. 

Mr. AnpreEsEN. If the Governor is going to return, Mr. Chairman, 
T would like to ask some questions then. 

Mr. Toorety. I will return, Mr. Chairman. 

The Cuarrman. All right. 
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The Chairman now recognizes Mr. Hope, of Kansas, the former 
chairman of this committee. 

Mr. Horr. Mr. Chairman, I understand Mr. Downie is the next 
witness. I would like to have the privilege of presenting him to the 
committee. He has been before the committee before, so he is not 
a complete stranger, but a good many present members of the com- 
mittee were not members when Mr. Downie has appeared on previous 
occasions. I simply want to say that Mr. Downie is a man who 
has had long experience in farm credit. He is president of the 
Fidelity State Bank at Garden City, Kans. He has served as 
president of the Kansas Bankers Association, and has served as 
chairman and member of committees of the American Bankers 
Association, dealing with farm credit. He comes before the com- 
mittee today with a lot of experience along that line. He is a very 
public-spirited citizen of Kansas, and has served on many public 
committees and boards in that State. 

At present he is chairman of the State drought committee. 

I am happy to have Mr. Downie with us today. I want the com- 
mittee to know something of his background and experience. 

The CHatrmAn. Thank you very much, Mr. Hope. 

We will be glad to hear from you, Mr. Downie, if you wish to 
take a seat. 


STATEMENT OF R. N. DOWNIE, CHAIRMAN, AGRICULTURAL CREDIT 
COMMITTEE, AMERICAN BANKERS ASSOCIATION, ACCOMPANIED 
BY GEORGE H. STEBBINS, AMERICAN BANKERS ASSOCIATION 


Mr. Downie. Mr. Chairman, and members of the committee, for 
further identification, I would state that my name is R. N. Downie. 
I am president of the Fidelity State Bank, of Garden City, Kans., 
and at the present time I am acting as chairman of the agricultural 
committee of the American Bankers Association. I am making this 
statement on behalf of the American Bankers Association. 

Mr. Chairman, I would ask, if you would permit me, to introduce 
Mr. George H. Stebbins, who is cochairman with me, of this com- 
mittee, and who is president of the Sinsbury Bank & Trust Co., of 
Sinsbury, Conn. 

The Carman. We will be very glad to have Mr. Stebbins come 
around and sit with you, if he wishes to. 

Mr. Downie. I might say, Mr. Chairman, I have been very much 
interested in listening to some of the testimony and the discussion 
just preceding your allowing me to come before you. It had to do 
with part-time work. Being one of those people, fortunate or un- 
fortunate, who has always had to work for a living, this is only a 
part-time job with me. I wish to thank you very much for the con- 
sideration and courtesy allowed to me and my associate to be here this 
morning and present to your committee the conclusions of the Ameri- 
can Bankers Association with reference to the bill. 

The Cuatrman. Mr. Downie, I am sure that members of the com- 
mittee will be very much interested in hearing you express the views 
of your associates and the American Bankers Association. We are 
delighted to have you and Mr. Stebbins with us this morning. 
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Mr. Down. Thank you. I will read the statement, because that 
is the quickest way I know to present it and the surest way of present- 
ing it, as we have labored and prepared it. 

We heartily approve the objectives of the proposed “Farm Credit 
Act of 1955,” which aims at making it possible for the farmers to come 
into ownership of the agencies within the Farm Credit Administration. 
This has been the objective of the Farm Credit Administration for 
many years. The goal of complete farmer ownership and control of 
cooperative farm lending institutions is one upon which all of us can 
agree, 

“The American Bankers Association has consistently recognized the 
right of farmers and others to organize cooperative businesses, includ- 
ing credit institutions. We again restate our view that the farmer 
cooperatives are a part of the private enterprise system. We continue 
to maintain that any such business institutions should be self-support- 
ing and not dependent upon Governmental] subsidies or grants which 
constitute a burden on all taxpayers. 

The American Bankers Association commends the Joint Farm 
Credit Committee of the farm organizations for its vision and spirit 
of enterprise in fostering the development of legislation that would 
represent an important constructive step in placing cooperative credit 
institutions on a sounder and more democratic basis. The Farm 
Credit Act of 1953, which gave farmers and their cooperatives greater 
control in the cooperative farm credit system, was most constructive 
legislation. Our association endorsed it at that time. 

The Federal Farm Credit Board is striving to implement the policy 
expressed by the Congress in that act to facilitate increased borrower 
participation in the management, control, and ownership of the co- 
operative lending agencies. They are to be congratulated on the 
accomplishments thus far. 

The American Bankers Association has stated its position consist- 
ently for several years with respect to the contribution of Govern- 
ment capital to cooperative lending agencies. Our association again 
restates its belief that except in dire emergencies such as war and 
physical or economic catastrophe, it is not a proper function of 
Government to furnish capital or to make grants to citizens engaged 
in commercial enterprises be they farming, banking, or any form of 
business. It is also our oft-stated conviction that when capital funds 
are made available by the Government, payment for the use of such 
capital should be mandatory until the capital has been repaid to the 
Treasury. 

Payment for the use of Government capital should be made at a 
rate commensurate with the cost of funds to the Treasury. Further- 
more, if these farm credit corporations are to be farmer-owned enter- 
prises rather than Government institutions, they should be required 
to return the Government capital they hold to the Treasury and sub- 
stitute capital of their own. After almost a quarter of a century of 
operation, this should be possible. 

We believe that the legislation now under consideration is a sin- 
cere effort. toward implementing the policy of the Congress as set 
forth in the Farm Credit Act of 1953. There are some points, how- 
ever, that we would like to bring to your attention. 
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1. Retirement of excess capital of banks for cooperatives: 

As the Government strives to reduce expenditures and to achieve 
a balanced budget, every user of Government capital should recognize 
the need of immediately returning to the Treasury every dollar pos- 
sible. The bill now under consideration makes provision for retire- 
ment of capital of the banks for cooperatives but, in our opinion, 
the rate of retirement is much too slow. The Farm Credit Board 
estimates that it may take from 10 to 20 years to retire the Govern- 
ment capital, 

On September 30, 1954, the banks for cooperatives reported $339 
million in loans and $248.9 million in capital funds. Surely, this is 
an unusually low ratio of outstanding credit to capital. The peak 
loans reported by the banks were $430 million on November 30, 1952. 
The 13 banks are authorized to issue consolidated debentures up to 
eight times their combined capital and surplus. In addition, the 
banks are authorized to borrow from the Federal intermediate credit 
banks, commercial banks and from each other, and to discount or 
rediscount loan paper with all such banks. We believe that the 
banks could operate with a substantially smaller capital structure 
and still meet all foreseeable needs for credit. This suggests the 
immediate retirement of a substantial portion of the Government 
capital in the banks. By reducing this capital now, it will be possible 
for the banks to become wholly farmer-owned in a much shorter 
period of time than is contemplated under the proposed bill. 

The bill provides that funds from the retirement of class A stock 
would be paid into the revolving fund authorized under the Agri- 
cultural Marketing Act of 1929 from which subscriptions to stock 
of the banks are made and would continue to be available for future 
subscriptions to class A stock. 

We believe that the funds from the retirement of the class A stock 
of the banks should be paid into the general funds of the Treasury 
and not placed in a revolving fund where they would be earmarked 
for future purchases of stock. The banks for cooperatives as- well 
as other users of Government capital should always be required to 
justify their needs for such capital to the Congress. 

2. Disposition of surplus and reserves of banks for cooperatives: 

The bill under consideration provides for the retirement of the 
Government capital of the banks for cooperatives at par value instead 
of book value. According to the Treasury bulletin of January 1955, 
the total Government investment in the banks as of September 30, 
1954, was $221 million; of which total $150 million was the capital 
stock of the banks held by the Treasury and $71 million was surplus 
and reserves of the banks, accumulated through the years as a result 
of the free use of the Government capital, which belong to the Gov- 
ernment. On September 30, 1954, the cooperatives owned $19 million 
in capital and $9 million in earned surplus. 

We believe that, in making provision for the retirement of the 
Government capital in the banks, recognition should be given to its 
book value by also making provision for payment to the Treasury of 
the $71 million of surplus and reserves owned by the Government. 

One solution to the problem would be to earmark the amount of 
the Government-owned part of the surplus and reserves as of the 
date of the enactment of this bill and make provision to pay over to 
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the Treasury 20 percent of that amount each year over a period of 
five years. During this 5-year period the banks would have the use 
of the unreturned portions of Government-owned surplus and reserves 
and would have the benefit of the earnings from such funds. 

3. Franchise taxes of banks for cooperatives: 

Our association invites the attention of the committee particularly 
to the franchise tax provision in section 103 of, the bill. Paying the 
Government for the use of capital at a rate equivalent to the cost of 
its funds is a sound approach to the elimination of subsidy. When 
the Government makes free capital available to any business institu- 
tion all of the taxpayers of the country bear the cost of that subsidy. 

We believe that banks for cooperatives as business enterprises have 
reached a stage of development where they have no need for further 
subsidy, but should pay for the use of Government-furnished capital. 
While the pending bill is moving in the right direction, we believe 
that the provision for the franchise tax in section 103 is inadequate 
to attain this objective. 

Generall, taxes are considered a first charge against earnings as a 
current operating expense, yet, under the Ss see of this bill, the 
franchise tax would be payable only out of earnings remaining after 
certain amounts are set aside to restore capital impairments and to 
create and maintain a surplus account. Even then, this tax could be 
further limited to not more than 25 percent of such remaining earnings. 
We recommend that section 103 be amended to require the banks for 
cooperatives to pay, as a first charge against their earnings, a franchise 
tax on their Government capital at a rate equal to the average annual 
interest rate on all public issues of public-debt obligations of the 
United States issued during the fiscal year ending next before such 
tax is due. 

We believe that, with these changes, substantial progress will have 
been made toward the ultimate objective of eliminating subsidies from 
the banks for cooperatives. 

4. Production credit system : 

Farmers and stockmen have made fine progress in acquiring the 
ownership of the production credit associations. 

As of January 3, 1955, 413 of the 498 associations were owned by 
their members and the remaining associations retained only about $3 
million of Government capital. 

The production credit system still enjoys a subsidy, however, 
ieee free services performed by the production credit corpora- 
tions for the associations. Requiring the associations to pay the ex- 


penses of the corporations is commendable. The bill contemplates 
annual payments which will increase progressively so that after the 
10th year the associations would be paying all expenses of the cor- 


porations. We believe that the payments to be made in the early years 
might be made so small that the transition to full coverage of the 
expenses in the final year might be difficult for some associations to 
meet. We recommend the language of the bill be strengthened to 
avoid this possibility. 

The production credit system also enjoys a further subsidy in the 
form of the free Government capital nd. surplus of the production 
credit corporations. We recommend, as we have in the case of the 
banks for cooperatives, that the production credit corporations be 
required to pay the Treasury for the use of such capital at a rate 





72 FARM CREDIT ACT OF 1955 


commensurate with the cost to the Treasury in supplying such capital 
and to pay over to the Treasury their surplus which belongs to the 
Government. 

Conclusion: We believe the enactment of the bill, with these sug- 
gested changes, would represent further progress toward the elim1- 
nation of Government subsidy from the cooperative farm credit 
system. The ultimate aim should be retirement of all Government 
capital and Government-owned surplus so that these institutions in 
the system will become wholly farmer-owned and controlled and fully 
self-supporting. 

The Cuarrman. We thank you very much for your statement, Mr. 
Downie. On the point of retiring the Government invesment, you 
suggest that it all be done within a period of 5 years, whereas the 
Governor suggested we have a period of 10 years. Do you think that 
it can be retired as rapidly as 20 percent a year for 5 years without 
impairing the financial stability and integrity of the system ? 

Mr. Downie. Yes. We think that a very considerable portion of 
the retirement of capital could be taken care of immediately, and any 
remaining portion over a period of 5 years, which would be one-fifth 
of the entire amount per year could be done without weakening or cur- 
tailing the services of these fine organizations. 

We believe, Mr. Chairman, as referred to on page 3 of my statement, 
that $339 million in loans against $248.9 million in capital funds is, 
to say the least, a very unusually low rate of outstanding credit to 
cotie’, 

“he CuarrMan. If all the Government capital comes out in 5 years, 
what would the situation then be ¢ 

Mr. Downtr. The owners would have had to pay in whatever it was, 
plus the fact that they now own, I believe, $28 million in capital and 
surplus. That is, the farmers own that much of it. 

The Cuairman. What would that $248.9 million be if you take out 
all the Government capital ? 

Mr. Downte. The total investment of the Government in these 
banks is $220 million, of which $150 million is capital stock of the 
banks held by the Treasury, and the $71 million is surplus and re- 
serves accumulated through the years as a result of the free use of this 
Government capital, which, of course, we maintain belongs to the 
Government just as the $150 million in stock, 

The Cuarrman, You say it belongs to the Government. Actually, 
it was earned in the operation of the system, was it not ? 

Mr. Downie. It was earned through the operation of the system, but 
it was earned with Government capital of $150 million. 

The Cuatmman. If we give back $150 million, you still think you 
should give back to the Government all that has been earned on the 
$150 million during the years? 

Mr. Downie. If you were going to sell an institution, is that. not 
what you would ask for, the book value of it, rather than just get back 
your principal? 

The Cuamrman. Probably so, but this was an unusual undertaking 
as you know, and the Government did not go into it with the idea of 
making money. What you suggested further in here seems to be very 
reasonable, and that is that they be required in the future to pay an 
interest rate, by way of a franchise tax, commensurate with the rate 
that the money costs the Government. 
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Mr. Downie. Yes, but we maintain, of course, that the $150 million 
subscribed by the Treasury was to operate the bank for cooperatives 
initially, and there should have been a commensurate return on that 
capital all of this time, also. If there was not, then do not all of us 
undertake the slack that comes in there? The Government borrowed 
this money and paid interest on it, of course. 

The Cuatrrman. The Government went into it to begin with know- 
ing that was the situation, and they went into it because they were 
forced to go into it, to save the farmers of the country, because the 
commercial banks had not been able to meet the credit needs of the 
farmers. I am not saying that my mind is made up on it, but it 
does seem to me that there would be some sort of provision that we 
could compromise on. You say that the money eal all go into 
the Treasury of the United States, and no part of it should go into a 
revolving fund. 

Mr. Downie. Yes. 

The Cuairman. There are others who maintain that all of it should 
remain in capital. 

Mr. Downie. We do not think it should go into a revolving fund. 
We think it should go into the Treasury, in the general fund. When 
the banks find a need for additional credit, they report to the Congress 
and you act on it. 

The Cuairman. That may be what will be decided. Well, anyway, 
we thank you. 

Mr. Stebbins, do you want to add to the comments? 

Mr. Srepsins. I think I have nocomments, Mr. Chairman. 

If there are no more questions, I think we will stand on Mr. Dow- 
nie’s statement. 

The CHairman. He presented a very fine statement, and we are 
glad to have these views. 

Mr. Johnson ? 

Mr. Jounson. It was suggested here yesterday that the banks for 
the cooperatives pay a franchise tax for the back years. That they 
aid no money except the franchise tax from now on as is governed by 
lon What would you think of that ? 


Mr. Downte. I suppose if a franchise tax is based on what is now 
prevailing, it would not be very much of a tax, would it? As TI read 
it, the deductions that they are allowed there would result in less than 
a substantial amount of franchise tax. 

Mr. JoHNson. mee the depression, the Government paid in vari- 


ous amounts to most all the banks in the country so they could keep 
operating. I think that is all paid back now. What did they pay 
for that, do you know? 

Mr. Downre. My recollection is that they paid 4 percent. 

Mr. Jonson. Does the Government have any interest in the surplus 
of those various banks that they furnished money to? 

Mr. Downre. No; because they required the interest—do you mean 
when the RFC put preferred stock in the banks? 

Mr. Jonnson. That is right. 

Mr. Downte. There was a stipulated requirement of interest that 
that private bank would pay on this preferred stock per annum. Four 
percent ismy recollection. It could be five. 
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Mr. Jounson. I know that some of those banks were paying 6- and 
7-percent dividends during the time that they had that paid-in Gov- 
ernment money to use. Do you think the Government should have a 
share in that surplus or profit the bank made while using Govern- 
ment money ? 

Mr. Downie. It was not surplus. The bank sold penterves stock to 
the Reconstruction Finance Corporation, on which they agreed to pay 
them for the use of the money. I say 4 percent, but I could be wrong. 
It could have been 5 percent. The Reconstruction Finance Corpora- 
tion, as a Government agency, had not interest in the way of owner- 
ship, except in this particular preferred stock position, which had 
to be normally retired through such earnings as the bank might make. 
But in the meantime, the bank paid the interest or dividends on the 
preferred stock. They had to accumulate, again, enough earnin 
so that by retiring the preferred stock their copital structure would 
be brought up to the same place. In other words, the theory was that 
the banks required additional capital to carry on credits that they 
were carrying on, notwithstanding some statements I heard here this 
morning. The banks of the country, through all of these years, and 
they had their tough times, too, were extending credit also. That was 
a measure used in many banks to augment their working capital. But 
they were to pay it back at a stipulated rate of return per annum to the 
agency who loaned it tothem. They were not to reduce their working 
capital in so doing, they were to accumulate earnings sufficient to 
replace common stock in their banks as they would take out and 
retire the preferred stock. 

Mr. Jounson. The point I was trying to make was that if the Gov- 
ernment had no equity in the surplus made by the private banks for the 
use of the Government money at that time. Why should they have 
any share in the bank of the cooperatives surplus today ? 

Mr. Downte. That was strictly a loan to purchase preferred stock 
in the banks. 

Mr. Jounson. But from it they made the surplus that was accumu- 
lated at the time and out of which they earned money to pay the 
Government back its principal and interest, and the banks were not 
too good a risk at the time. 

Mr. Downtr. They had to make it. If they did not make it, they 
had to subscribe additional common capital to retire that preferred 
stock, 

Mr. Jonnson. I am not! objecting to the Government helping the 
banks. I am glad they did. But I was just applying the same rule 
to the private banks as you are applying to the bank for cooperatives, 
but you are objecting. 

The Cuarrman. Mr. Hagen? 

Mr. Hagen. Mr. Downie, are these various credit agencies in com- 
petition with you in the sense that they can get a loan from one of these 
agencies when they could possibly get a loan from a private bank? 

Mr. Downte. Do you refer to all farm credit agencies ? 

Mr. Hagen. Production credit or farm land banks; yes. 

Mr. Downie. I am one of those peculiar bankers that have never 
felt that these agencies were in detrimental competition with my bank. 

Mr. Hacen. But there are farmers, for example, who get a loan 
from production credit when they could get a loan from a private 
bank ? 
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Mr. Downie. There are that do? 

Mr. Hacen. Yes. 

Mr. Downie. Yes, I think that is true. 

Mr. Hagen. Is not the net effect of this legislation going to be to 
tighten up this avenue of credit ? 

Mr. Downie. I would not see why it would necessarily tighten up 
the sources of credit, Mr. Hagen. I would say where some of the 
things that are hidden in our credit picture would be brought out and 
made effective as to rates. I think that was mentioned in the Gover- 
nor’s remarks before me this morning, that there could well be, if these 
operations require the banks, the bank for cooperatives, and the other 
agencies, to pay their own costs, there could very well be a slight in- 
crease in the rate of interest that the borrower would have to pay. 
But as to a curtailment of the sources of credit, I do not see that, Mr. 
Hagen. 

Mr. Hacen. I am not just speaking of the cooperative banks, and 
I am not too familiar with the details of this program. With all of 
this Federal money out of there, there would be no necessity for any 
Federal supervision from the standpoint of guaranteeing a liberal 
loan policy or anything like that. With these farmers dealing strictly 
with their own money, we will say, particularly if they had to pay 
a cost of the money, on the Federal money that they might use, ia 
are going to be reluctant to loan money to a farmer who has not par- 
ticipated in the program, who may not be such a substantial risk as 
some of their members, is that not also true? 

Mr. Downie. I suppose that element would enter into it. You will 
tind these agencies, I will say, doing a very fine job of extending credit. 
They are more and more of the opinion now, through their experience, 
just like the Federal land banks, that it must be kept on a sound basis. 
Otherwise, if they exhausted their sources of revenue, which is the sale 
of debentures and so forth, then they would not have these funds to 
loan. As long as they retain the public confidence, not only of the 
people but of those who buy the land-bank bonds and who buy the 
debentures, it would seem to me that it will again be a move toward 
what I believe is proper, that the nearer you get these operations into 
the hands of the people in Tennessee, in your State, in Texas, and in 
Kansas, the better operation on a sounder basis you will find. That 
is no disparagement on what the wisdom of our Congress should be 
in preparing the bills. 

r. Hagen. One of the immediate effects would be a rise in the 
interest rate charged ¢ 

Mr. Downte. Well, I think there would be in some instances; yes. 
Speaking for the banks, I do not think there would necessarily be 
any difference in the present rate. 

Mr. Hagen. I mean for production credit loans. 

Mr. Downie. Yes.# That is what you have reference to, production 
credit loans. 

. The Caatrman. Thank you very much, Mr. Downie. 

Mr. Downtr. Thank you, sir. 

The Cuarrman. We will now have Mr. Robert O. Justice and Mr. 
J. Ft: Payne, of Peru, Ind. 

Will you gentlemen come forward, please? 
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STATEMENTS OF ROBERT 0. JUSTICE, PRESIDENT, PERU PRODUC- 
TION CREDIT ASSOCIATION ; AND JOSEPH H. PAYNE, SECRETARY- 
TREASURER, PERU PRODUCTION CREDIT ASSOCIATION 


Mr. Justice. Mr. Chairman, and members of the committee, it is 
quite a privilege for me to appear here. With me is Mr. Payne, the 
secretary-treasurer of the Peru Production Credit Association. I 
am Robert O. Justice, the president of the board. We are both actual 
farmers. We live on the farms, and I hope to get back and help plant 
corn tomorrow morning. We use production credit and it is not our 
purpose to come here and make any technical statements, or go into 
the operations of the farm credit system. You have had all of that 
before. 

We just wish to make a general statement of the reaction of our 
board of directors to this legislation and to the farmers in our area. 
Everybody else has sat down, but I do not know whether I can talk 
sitting down or not. 

The Cuarrman. You may stand or sit. I would like to say to you 
gentlemen that Mr. Harvey had another important engagement and 
had to leave the room. He was eager to be here at the time you 
gentlemen were presenting your statement. 

Mr. Justice. Yes, he told us he was sorry he had to leave. 

It will not take but a few minutes to make our statement. We think 
we represent a typical credit association in the fourth district where 
we come from. It has been my privilege to be on a study committee 
for the past 6 months on this legislation, and I think I am pretty 
familiar with it. This statement we have to make will, as I said in the 
beginning, cover the reactions of the farmers out here that use pro- 
duction credit, and who want to see a better service or an improved 
service if there is any way to get it. We think this legislation will 
do that thing. 

The Peru Production Credit Association of the fourth district of 
Indiana desires to express the views of its board in regard to H. R. 
5168; that is, to that part of the bill that pertains to production credit 
association and to the purchase by production credit associations of 
the production credit corporations. 

Our board originally favored the purchase of the production credit 
corporations and the Federal intermediate credit banks simultaneously, 
but since no Workable plan was reached for the purchase of the FIC B’s 
and retirement of the Government capital, we believe the bill partially 
attains the goal of the PCA’s and the intent of the Farm Credit Act 
of 1953 and also of the original Act of 1933, which set out that the 
associations would retire the Government capital and assume the cost 
of supervision as soon as they were in a financial position to do so. 

We believe that the production credit associations have now reached 
this position and are able to purchase the production credit corpo- 
rations over a period of probably 10 years without any raise in the 
interest cost to our members. This is only carrying out the intent of 
the act of 1933 which has proven so sound in providing short-term 
credit to American agriculture. 

Outstanding loans in the fourth district total $90 million. This is 
up $10 million over a year ago. By the end of 1955, it is expected 
that there will be not more than three associations in our district that 
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will have any Government capital and this will be a small amount. 
In our own association, we have come from nothing to an outstand- 
ing balance of $514 million. We are proud of this achievement and 
feel we are ready for the next step which is set out in this proposed 
bill, H. R. 5168. 

The corporations have contributed in a great measure to the suc- 
cess of the associations, and the system as a whole, and they are still 
neeessary to keep the associations of any given district on a uniform 
operating and credit basis. 

The corporations through their close relationship with the associa- 
tions have made many recommendations that have contributed to the 
progress and service of the local associations to members out on the 
farm. 

We feel the supervision of the associations should be kept as close 
to the associations and the members as is possible and this bill will 
assure this condition, thus giving us production credit. corporation 
personnel that will understand our individual problems and local 
farm operations. 

We, therefore, urge the passage of this bill, H. R. 5168, which affects 
production credit associations for the following reasons : 

It carries out the intent of the Farm Credit Act of 1933 and the 
recommendations of the Farm Credit Act of 1953. 

It provides a way for associations to pay dividends on its capital 
stock owned by members, some of which has been in the associations 
for a long period of time. 

It will give the Production Credit Association membership of 
America a great sense of pride that after 21 years they are now ready 
to assume the cost of operation of the Production Credit Corporations 
and in so doing the farmers would acquire one more unit of the 
Production Credit System. 

That is all I have to say, Mr. Chairman. 

The CHamman. We appreciate your statement, Mr. Justice. 

Do you, Mr. Payne, desire to make an additional statement ? 

Mr. Payne. I believe not, Mr. Chairman. I believe that has 
covered it very well. 

The Cuatrman. Thank you very much for being here. 

Mr. Hacen. Mr. Chairman, I would like to ask a few questions. 
There is something I do not understand. 

The Cratrman. All right, proceed with the questioning, but I 
remind you again we have about 10 gentlemen from far distant 
places whom we want to hear. 

Mr. Hacen. As a member of your association, he acquires stock in 
the association ? 

Mr. Justice. That is right. 

Mr. Hacen. Does he automatically year after year get a crop loan, 
we will say, when he can get the money from a local bank or not? 
Can he rely on the association for money yearly ? 

Mr. Justice. We think that if we cannot offer better credit service 
than the blank, he should go to the bank. If we can, we expect him to 
come back to us. 

Mr. Hacen. You mentioned dividends. He could acquire divi- 
dends ¢ 

Mr. Justice. In our association we have never paid any dividends. 

63138—55-—6 
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Mr. Hagen. That is a possibility ? 

Mr. Justice. This bill would make it more possible to pay a 
dividend. 

Mr. Hagen. Let us assume that I am a young veteran wanting to 
start farming and I come to you wanting to get a loan. If I get a 
loan, I become a member of your association, correct ? 

Mr. Justice. That is right. 

Mr. Hacen. But you can deny me the privilege of becoming a mem- 
ber, can you not ? 

Mr. Justice. Not 1f you can qualify for a loan. We think every 
farmer who operates land and has agricultural purposes is a poten- 
tial borrower through production credit. 

Mr. Hacen. What considerations would enter into my receiving or 
not receiving a loan? 

Mr. Payne. May I answer that ? 

Mr. Justice. Yes. 

Mr. Payne. We have what we call the five credit factors. Of course 
the first one is the man factor. The next one is the purpose of the 
loan, then his financial position and progress. Of course, a young 
man, many of them do not have any financial position and have not 
had a chance to show progress. But perhaps you are acquainted with 
that man’s individual farm family and know that he has, perhaps, 
what it takes to make a farm operation go. Then we consider his re- 
payment possibilities from that farm operation, and the last of the 
credit factors is the security that.is offered for that loan. 

Mr. Hagen. Is it your impression that this legislation will make it 
more difficult for the beginning farmer, shall we say, to get a loan, or 
less difficult ? 

Mr. Payne. Sir, as to that answer, I would not think it would make 
any difference. It is only that this present bill will permit the asso- 
ciations to pay dividends on some stock that has been invested in their 
association, some of it for 21 years, and some of it that has not been 
used for 10 or 12 years. But they have still let it lay there to give us 
a capital structure. By that means, those folks can have something 
back for their funds that they have left in the associations. 

Mr. Hacen. But are not these changes going to make the cost of 
money a little more expensive to you at your level ? 

Mr. Payne. We figure that over the next 10 years, an increase in 
our association business of 514 percent will take care of the added 
cost of taking over the production credit corporations. Under nor- 
mal conditions, I think that would be a very small anticipation. 

Mr. Hagen. Is there an immediate possibility, then, that your in- 
terest costs would be raised to the borrower ? 

Mr. Payne. Immediately, I think not. 

Mr. Hagen. I think Mr. Johnson has a question. 

Mr. Jounson. I notice in your first statement, you said that orig- 
inally you wanted the purchase of the Production Credit Association. 
I have here a letter that was sent, I believe, to all members of the 
committee, from the Production Credit Association in Texas. They 
are opposed because they are not taking over both corporations at 
once. What was your reason for changing your mind? 

Mr. Payne. Sir, we felt that since the original plan did not provide 
for taking over both institutions at the same time, that a workable 
plan would be proposed to the Congress that would be acceptable. 
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Rather than wait some more years to try to get a bill that was accept- 
able, we thought we would prefer going ahead on this basis, and 
certainly the plan would be proposed for taking over the Federal 
intermediate credit banks. 

Mr: Mafruews. Would the gentleman yield ? 

Mr. JonHnson. Yes. 

Mr. Matruews. I wonder if the financial structure of the different 
production credit associations might work a hardship on farmers in 
certain areas. Your particular association sounds like a very strong 
one as far as working capital is concerned. Do you think if these 
credit associations take over the credit corporations where the asso- 
ciations are smaller, it might work a little bit more hardship on the 
farmer and make his interest rates a little bit higher ? 

Mr. Jusrice. On the basis in the fourth district, that would take in 
all the associations, on the basis of the loans discounted it would cost 
one-sixth of 1 percent of the present time to take over the cost of 
operation of the Production Credit Association. I do not think there 
is any association in our district that could not absorb that one-sixth 
of 1 percent without additional cost to the members. 

Mr. Matrnews. You do not know what the situation would be 
throughout the country ? 

Mr. Justice. No. I could not answer that question, I am sorry. 

The Cuarman. Thank you very much, gentlemen. 

We haye a number of other witnesses who I belive will be available 
at a later time. 

Is Mr. R. E. Meek, of E] Campo, Tex., in the room ? 


Could you give us an idea of how long it will take you to present 
your statement / 


Mr. Meek. It is very short, I am sure, Mr. Chairman, and members 
of the committee. 
The Cuatrman. Very well. 


STATEMENT OF R. R. MEEK, PRESIDENT, EL CAMPO PCA BOARD OF 
DIRECTORS 


Mr. Meex. I am R. R. Meek of E] Campo, Tex. I am a farmer and 
a member of the El] Campo Production Credit Association. I am its 
president, in fact. The Board asked me to come up here in support of 
this bill. I am new at this business. 

The Cuarrman. You and your association are in favor of the pro- 
visions of the bill which affect production credit associations? 

Mr. Meek. That is true, yes, sir. 

The CHarrman. We are delighted to have your views. 

Next week we have some other witnesses coming up from other 
places to present opposition to that particular section. As the bill is 
drawn, you and your associates are in favor of it? 

Mr. Merk. Very highly so, yes sir, Mr. Chairman. 

The Cuatrman. We thank you very much for your statement and 
vour pasnenre here. Do you desire to make any further statement ? 
ment 

Mr. Merx. Our board asked me to make as strong a statment as I 
could in favor of this bill. It seems as though within the recent few 
months, considerable opposition has developed to this proposed legis- 
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lation, generating from Texas, for which the El Campo Association 
is very sorry. Frankly, we do not know why, how, or just what, fully, 
is at the bottom of it. But it has developed. We feel as if a lot of it 
is misleading. 

We were not too greatly concerned about the opposition in asking 
for a delay. We thought probably they were sincere and honest in 
asking for more time to really get constructive legislation. 

But just recently it seems as though they came out very strongly not 
only in favor of consolidation of the corporations and the intermediate 
credit bank, but now they want to eliminate the corporation entirely. 
That is striking at the very heart, so the El Campo board thinks, of 
our associations. 

We did prepare a short statement. This statement enumerates, at 
our last board meeting, some of the services that the corporation has 
rendered in the past, is now rendering and will render in the future, to 
our associations. We certainly do not want the corporations abol- 
ished. We are fearful that a consolidation step would be a first step 
towards the abolition. 

The board of directors of the El Campo, Tex., PCA gives a great 
deal of credit for the successful operation of our association during 
the past 21 years and the present high esteem in which we now hold 
the Production Credit Corporation of Houston, District 10. We be- 
lieve we need the corporations now and will continue to need them in 
the future, and strongly urge the passage of House bill No. 5168 and 
S. 1286. 

The El Campo board in session in its May meeting a week ago today, 
May 11, enumerated a number of services the corporation has rendered 
and is now rendering to our association and the associations in Texas. 
These services are listed inasmuch as the board requested that they be 
presented to this committee. They are: 

1. Advises with PCA’s on capital and reserve position. 

Assists with and handles PCA bond purchases. 

Assists PCA with credit problems. 

Checks on major legal matters pertaining to PCA operations. 
Handles details of various types of group insurance. 

Makes recommendation for proper control of PCA expenses. 
Makes suggestions for improving bylaws. 

. Assembles suggestions for group-meeting programs. 

9. Works up program and makes other arrangements for group 
meetings. 

10. Receives, analyzes, and evaluates suggestions for improvedPCA 
activities. 

11. Passes workable suggestions on to PCA’s. 

12. Works with association on all phases of membership work. 

13. Prepares membership educational material. 

14. Makes suggestion for improving annual meetings. 

15. Gives PCA’s benefit of impartial evaluation of work of PCA 
employees. 

16. Arranges and plans new directors schools. 

17. Arranges and plans new employees schools. 

18. Helps PCA’s locate qualified employees for administrative and 
executive positions. 

19. Advises with secretaries on managerial problems. 

20. Handles details of retirement plan. 
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21. Works out details for improving PCA forms. 

22. Makes copies of PCC publications available for members and 
employees. 

23. Maintains uniformity of PCA forms, saving printing costs. 

24. Collects ideas for improvement of PCA forms. 

25. Handles all details of bulk supply orders. 

26. Works out improved accounting practices. 

27. Makes suggestions for proper writing of minutes. 

28. Publishes Idea Exchange and PCC News. 

There are perhaps duplications or overlappings in this list, also 
there are undoubtedly many other services the corporation renders. 
These services cannot be measured in dollars and cents. These serv- 
ices could not or would not be rendered if the corporation and inter- 
mediate credit bank were consolidated. Nor would they be rendered 
if the corporation were abolished. Abolishing or consolidating of the 
corporation and bank would be the beginning of the death of our 
Nation’s short-term credit rendered by the Production Credit Asso- 
ciations of these United States. 

The El Campo board commends Congress on the constructive and 
progressive legislation that has been enacted for farm credit since 
the dark days of the 1930 depression. The present bill is constructive 
and progressive, and we urge its passage. 

Thank you. 

The Cuamman. We thank you very much, Mr. Meek. 

I am very glad to have the listing of 28 services, which you say are 
given by the corporation. 

The next witness is Mr. Glenn R. Harris, from California. 

I do not want to press any of you gentlemen to hurrying too much 
with your statements, but if you can give your views as br iefly as you 
can, we can bear with you a few minutes. We now have a rollcall 
going on in the House at the moment. It will be necessary for the 
Members to go to the floor. You can place your statement in the 
record as it is prepared, if you desire to do so, and then briefly com- 
ment on it, if it is satisfactory to you. 

Mr. Harris. Mr. Chairman and gentlemen of the committee, I think 
it will take between 10 and 15 minutes to present it to you. 

The CuatrMan. Let me confer for just a moment. 

Mr. Harris. I do have, Mr. Chairman, the members of my com- 
mittee, and this statement represents their collective views. I would 
like to present the members, if I may. 

The Cuarrman. We would like for you to present your statement 
and your members. Would you be available tomorrow afternoon ? 

Mr. Harris. I believe so, if we can arrange to prevent a conflict with 
the Senate committee. 

The Cuamman. How about Mr. Partlow, or Mr. Chambers, from 
Texas? Would you be available tomorrow afternoon, Mr. Chambers? 

Mr. Cuampers. Mr. Chairman, I could, providing it does not con- 
flict. with the Senate hearing, too. 

The Cuatrman. Mr. Partlow? 

Mr. Parttow. It is the same situation with me. However, I will 
not take over 2 minutes of your time. 

The Cuarrman. Mr. Stallones? 

Mr. Sratrones. Yes, sir, I can be here. 
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The Cuarrman. Mr. Wilmer Smith ? 

Mr. Smrru. Yes, sir, I can be here tomorrow afternoon, because I 
am not scheduled for the Senate until Friday. 

The CuarrMan. Gentlemen, in an effort to accommodate you and 
your members, we will hear you tomorrow afternoon at 2:30. The 
committee will meet tomorrow morning on another matter. These 
other witnesses, local witnesses in Washington, we will try to hear 
tomorrow afternoon, too, if possible. You might hold yourselves in 
readiness to follow the out-of-town witnesses. 

The committee will now recess until tomorrow morning at 10 o’clock. 

(Whereupon, at 12: 12 p. m., the committee recessed, to reconvene at 
10 a. m.. Thursday, May 19, 1955.) 
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THURSDAY, MAY 19, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The committee met at 2: 30 p. m. in the committee room of the House 
Committee on Agriculture, the Honorable Harold D. Cooley (the 
chairman), presiding. 

The Cuaimman. The committee will be in order. Off the record. 

Discussion off the record. ) 

The Cuarrman. I should like to call on Glen Harris, of California, 

at this time. Mr. Harris, will you present your statement, please. 


STATEMENT OF GLEN R. HARRIS, ON BEHALF OF THE NATIONAL 
ADVISORY COMMITTEE OF PRODUCTION CREDIT ASSOCIATIONS 


Mr. Harris. Mr. Chairman and gentlemen of the committee, I 
wish to say that I appreciate the difficulty the committee has to operate 


under, with other business going forward, so we understand your 
position. 

My name is Glen R. Harris. I am a farmer. I reside at Richvale, 
Calif. 

I have been since the organization of the Chico Production Credit 
Association in 1933 a member of its board of directors and the presi- 
dent. of that board; and am presently the representative from the 11th 
Farm Credit District on the National Advisory Committee of Pro- 
duction Credit Associations, and chairman of that committee. 

The statement that I wish to present is the statement developed by 
that committee. I am acting as their spokesman. In order to save 
time and stenographic difficulties we prepared the same statement for 
both the committee of the House and the committee of the Senate, 
and I hope you gentlemen will excuse the fact that it is addressed to 
both committees. . 

The Cuarrman. Yes, sir. 

Mr. Harris. The National Advisory Committee of Production 
Credit. Associations is a committee consisting of 12 members, 1 from 
each of the 12 farm credit districts, each member being selected by 
the directors of the production credit associations of his district, It 
has as its purpose the representation of the views of the production 
credit associations and their members directly from the grassroots 
level and also the promotion of increased member participation, more 
efficient administration and better service to agriculture on the part 
of the short-term credit division of the farm credit system. 

T have next listed the members of the committee, Mr. Chairman, and 
will report to you that we had a meeting here in Washington on May 
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16, last Monday, at which this legislation was considered and this state- 
ment developed. All the members were present, with the exception of 
Mr. Schroeder from district 7. Most of the members have gone home, 
but with your permission I should like to introduce those who are with 
me this afternoon. 

The Cuatrman. We would be glad for you to do so now. 

Mr. Harris. From district 6, Mr. Lanterman of [linois. 

Mr. Schroeder is not here. 

From district 8, Mr. Yungclas, secretary of the committee, and his 
alternate from Nebraska, Mr. Wells. 

From district 9, Mr. Moore is in town but I do not believe he is here 
in the hall. 

From district 10, Mr. Impson from Texas. 

And from district 11, myself, from California. 

The Cuairman. We are very glad to have you gentlemen with us, 

(The list of members referred to is as follows :) 

District No. 1: William Wadsworth (Connecticut) 
District No. 2: H. G. Blalock (Virginia) 

District No. 3: W. F. Woodruff (North Carolina), Paul Calvin 
District No. 4: W. EB, Lacy (Kentucky) 

District No. 5: P. E. Williams (Mississippi) 

District No. 6: R. H. Lanterman (Illinois) 

District No. 7: Guido Schroeder (Wisconsin) 

District No. 8: W. H. Yungclas (Iowa), Lee Wells 
District No. 9: E. O. Moore (New Mexico) 

District No. 10: Grover Impson (Texas), E. B. Chambers 
District No. 11: Glen R. Harris (California) 

District No. 12: Jack Arnold (Montana) 

Mr. Harris. The committee supported and is still firmly in favor 
of the principles set forth in the Farm Credit Act of 1953, as enacted 
by the Congress. Further, the committee wishes to express its con- 
tinued confidence in the Federal Farm Credit Board, nominated as it 
has been by the local farmer-controlled units of the system in each of 
the 12 farm credit districts. 

We believe that the Federal Farm Credit Board has acted in ac- 
cordance with the majority opinion of the local units in making its 
recommendations to the Congress, embodied in the report of the Chair- 
man to the Congress, Senate Document No. 7. 

The committee, while it supports the other provisions of H. R. 
5168 dealing with the banks for cooperatives and the Federal: land 
bank system, wishes to confine its comments to title II, dealing 
with the short-term credit division of the system, with which it is 
particularly concerned. 

The committee has given careful consideration to additional changes 
in the organization of the short-term credit system, designed to further 
the objectives of increased farmer ownership and control and increased 
member participation as stated in the Farm Credit Act of 1953. In 
connection with this study the committee has considered the proposals 
embodied in section 201 of title IT of the bill H. R. 5168 and also of 
other alternative proposals. These proposals have been extensively 
diseussed by members of the committee with members of the boards 
of directors of the production credit associations in their individual 
farm credit districts and the committee wishes to support the enact- 
ment into law of section 201 of the bill, because not only a majority of 
the committee but we believe, also, a large majority of production 
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credit associations on a Nation-wide basis, support the provisions of 
this section as the most desirable and acceptable means to begin ac- 
quiring ownership in our supervisory institutions, the pr oduction 
credit corporations. 

We would be less than frank if we did not report that there is op- 
position from various individual production credit associations to 
section 201 of the bill and that only a majority of 9 members of our 
committee are able to support this section, the 3 other members being 
impelled to express themselves in favor of delay because of opposi- 
tion in their districts. 

However, our tabulation of the position of the 498 production credit 
associations, as reported by our members, indicates that less than 100 
of them are in expressed opposition, leaving over 400 associations, 
which, after full information has been made available to them, have 
either expressed hearty approval or have not registered any opposi- 
tion. 

Those who oppose the purchase of an assumption of the expenses 
of the-production credit cor porations are proposed in section 201-of 
the bill, do so for various reasons. Some desire further time and more 
favorable conditions before assuming added costs in their associa- 
tions. Some desire to proceed simultaneously with the purchase and 
retirement of Government capital of the Federal intermediate credit 
banks. Some object to purchase of the production credit corpora- 
tions without achieving more complete control over their functions 
and operations. And others believe a need for supervision of produc- 
tion credit associations no longer exists. 

By majority vote, however, this committee supports the Federal 
Farm Credit Board in its recommendation that more time be allowed 
to plan the purchase of the Federal intermediate credit banks and 
that there must be continued supervision which can best be provided 
by the production credit corporations. 

On the matter of a voice in management and control, this com- 
mittee’believes that the Farm Credit Act of 1953 which provides for 
selection of the district farm credit boards by the production credit 
associations, national farm loans associations, and the borrowers from 
the banks for cooperatives, together with the general supervision of 
the Federal Farm Credit Board, nominated by the same local units, 
provides adequate control over the activities of the various district 
units, including the production credit corporations. 

The ean of title II of H. R. 5168, being sections 202 to 208, 
inclusive, and having to do with preferential dividends, reorganiza- 
tion of reserve accounts and the tax status of production credit as- 
sociations, has no opposition, so far as this committee is able to de- 
termine, and we unanimously recommend the enactment into law of 
these provisions, which have for a considerable period been advo- 
cated by this committee and by many production credit associations. 

I neglected to say, Mr. Chairman, in introducing the members of 
my committee, that they are all directors of production credit as- 
sociations in their home areas, and they are all farmers. 

I thank the committee for the courtesy and privilege of appearing. 

The Cratrman. Thank you very much, Mr. Harris. 

Is Mr. Chambers, of Brownsville, Tex., "here? 

Mr. Harrts. Excuse me, Mr. Chairman, I forgot to introduce 
Mr. Chambers, as an alternate on our committee. 
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The Cuarrman. Mr. Chambers, I have you listed as a witness. I 
wondered, after seeing you are one of the alternates, whether you 
desired to make a separate statement from that made by Mr. Harris? 

Mr. Campers. Yes. 

The Cuarrman. Youdo. Mr. Watts wishes to question Mr. Harris. 

Mr. Watts? 

Mr. Warts. Mr. Harris, how many classes of stock do you have 
in a production credit association ? 

Mr. Harris. We have two classes being used; class A stock, which 
is nonvoting stock, and class B stock, which is the stock purchased 
by those who borrow from the association in order to become mem- 
bers and become eligible to borrow, and which provides for their vote 
in the affairs of the association. There is another class of stock 
authorized by the act of 1953, class C stock, which has not so far 
been used or issued by any production credit association, I believe. 

Mr. Warrs. How do you acquire class A stock? 

Mr. Harris. Class A stock was originally set up to be issued in 
exchange for Government capital which was placed in the associa- 
tions by the production credit corporations. In addition, it may be 
purchased by eligible member borrowers, and after a period of 2 
years has elapsed by a member who does borrow and thereby is 
required to purchase class B stock. That class B stock is automat- 
ically transferred to class A stock, so that he still retains his stock 
ownership but loses his vote until he becomes again an active borrower. 

Mr. Warrs. In other word, if a borrower executes a note to the 
association and then pays it off, of course at the time he executes 
the notes he is issued 5 percent, I believe it is, of his loan in class B 
stock. 

Mr. Harris. That is correct. 

Mr. Warts. When he pays that loan off and a period of 2 years 
elapses he becomes a class A stockholder ? 

Mr. Harris. That is right; yes, sir. 

Mr. Warts. Now, you referred to the class A stock being issued 
to retire the money that the Government put into the association to 
start with ? 

Mr. Harris. Originally there was a great part of the class A stock 
which was issued to and held by the production credit corporations 
in exchange for Government capital beginning in 1933. Over the 
21 years most of that has been returned and that class A stock has 
been canceled so that in most of the production credit associations 
currently there is no holding of Government funds. Corporations do 
not own any class A stock in most production credit corporations. 
I believe they do own some in 85 or thereabouts nationally. 

Mr. Warts. The class A stock does not participate in the elections 
or management of the company in any sense? 

Mr. Harris. No, sir. 

Mr. Warrs. The reason you think they should be allowed a divi- 
dend, even though you might not be in a position to pay the class B 
stock a dividend, is because they have capital in there. They are not 
borrowing from the association, and should have a return irrespective 
of whether the B does get a dividend or not? 

Mr. Harris. Yes, sir. In my association and in many associations 
not only has there been a considerable amount of class B stock auto- 
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matically transferred to class A stock because of inactivity on the 
part of that member in borrowing from the association, but the associa- 
tions have encouraged their farmers in their area to buy additional 
amounts of class A stock as an investment to build up the association’s 
capital so it could provide the service to more people. In my associa- 
tion, for example, we have encouraged the member, when he came back 
the next year for another loan, to voluntarily ask that his class B 
stock be converted to A, and then have him buy new class B stock 
so that he has accumulated a further investment in class A stock by 
that means. That means that those people who have been providing 
capital for the associations and thereby providing stability and the 
ability to provide service have not been receiving any benefit unless a 
dividend is paid; whereas the man who is an active borrower member 
gets the benefits of having his loan and his service out of the asso- 
ciation. We feel that the time has come to provide for some small 
return on that inactive capital that our loyal members have left with 
us over a long = of time. 

Mr. Warrs. Thank you. 

The Cuarrman. Mr. Harris, let me ask you a question. 

Suppose a man is eligible to borrow up to $10,000. He has bought 
the necessary class B stock. He borrowed $10,000 this year, but next 
year he says he needs only $5,000, and the next year needs $6,000. Do 
you meiin that class B stock over and above what he uses after 2 years 
of inactivity becomes class A stock ? 

Mr. Harris. No; I think that is not the case. I think as long as 
he is an active member in any amount, all his amount would remain 
class B. I might be in error, but I think that is the way it is. 

The Cuamman. The class B stock, the borrower has it. He may 
own more class B stock than he actually uses? 

Mr. Harris. Yes. 

The Cuarmman. And you do not take that away from him and 
make it class A until he becomes inactive ? 

Mr. Poace. You vote by the man and not by the amount of stock 
anyway ? 

Mr. Harris. Only one vote per man. 

Mr. Poaer. It would not make any difference whether he had 250 
or 500 shares of class-B stock. 

The Cuatrman. Yes, it would. For instance, this year I do not 
use my PCA stock. I do not borrow the money. The next year I do 
the same thing. The third year I want to borrow and I will have to 
buy some more B stock. 

r Harris. There is a provision that covers that. In the case of a 
fellow who has class A stock and he again desires to become a borrow- 
ing member, he can vote to have it reverted back. 

Mr. Hagen. I had quite a lengthy conversation with Mr. Harris 
yesterday, and he resolved some doubts that I had about this bill. 

T want to ask one or two questions, however. 

Is there anything in this bill which would put any restraints on the 
ar of new cooperatives? I recognize that is not your special 

eld. 

Mr. Harris. No, sir; I believe not. I think probably it would en- 
courage them where they are needed. 
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Mr. Hagen. From the history of these production credit assecia- 
tions, what has been the variation in the interest rate. Has there 
been a steady progression upward, and what would be the limits? 

Mr.-Harris. Well, the regulations under which we operate provide 
for a normal spread of 3 percent above the cost of our money from 
the intermediate credit bank. That in turn is based on a spread that 
will cover their cost of operation above the rate they are required to 
pay on their sales of debentures to the investing public, so there have 
been fluctuations in the interest rates depending on what the cost of 
money was essentially, 

Now, there are also variations between individual associations, some 
of whom because of fortunate circumstances and easily serviced areas, 
are able to operate somewhat more economically and have operated 
on less than a 3-percent spread, whereas others at times have operated 
possibly at a 314-percent spread. I think that the regulations pro- 
vide that any spread between our cost and our charge to our ates 
in excess of 4 percent must have special approval. I do not know of 
any case:where that has been approved. 

Mr. Hacen. There has not been any steady trend upward, or any- 
thing like that ? 

Mr. Harris. No. The trend over a long time, starting from our 
organization in 1933, has been downward because the cost of money 
has come down. Last year we had an upward trend in the cost of 
money which required us to charge a little more. Now that trend some 
time ago reversed itself slightly and we are back down a bit, so it does 
fluctuate. 

Mr. Hagen. As I understand from talking to you, at the present 
time these boards are more or less autonomous in determining who is 
going to secure loans and you have indicated that some boards exercis- 
ing that autonomy were quite reluctant to make small loans, 

Now, this bill in no way affects that situation. What can the Con- 
gress do? Do you have any thought on what the Congress might do 
to direct these associations acting restrictively to consider. the smal] 
borrower equally with the large borrower? 

Mr. Harris. Mr. Hagen, I would say that is one reason that the 
committee believes there should be continued supervision by the Pro- 
duction Credit Corporation in order there might be some uniformity 
of policy in operating procedure maintained between the various local 
associations. I would prefer that the Congress did not impose strict 
rules that required every association to operate exactly in the same 
manner because I think there are sufficiently different conditions ob- 
taining in various areas that would make it not work well. Possibly 
the corporation could see that the interests of small borrowers, or 
small potential members, were adequately considered. I did not mean 
to imply yesterday, nor do I now, that there is any serious ignoring 
of the interests of small applicants. 

Mr. Hagen. As I understood it from conversing with you, this pro- 
gram from its outset was designed more to provide a steady source 
of credit to farmers at a moderate and reasonable interest rate than it 
was a subsidy program to provide real low-cost money to farmers? 

Mr. Harris. That is correct, sir. We believe it was the intent of 
Congress when they set it up in 1933 to provide a permanent, depend- 
able cooperative credit system so that agriculture might always have 
an adequate supply of credit for those who were able to qualify for it, 
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based on a reasonable cost, the cost of money in the money market, 
and a reasonable spread, and to be available to all the farmers in the 
area. Also, it was to be designed to be geared to the farmer’s repay- 
ment ability. Our loans are set up, of course, to be repaid when the 
farmer’s incomes along rather than to be repaid at fixed periods, such 
as a great many bank loans are set up. 

Mr. Hacen. One final question : This bill proposes to raise the ceil- 
ing on your loans from $100,000 to $200,000? 

Mr. Harris. That is in the other title of the bill affecting the Fed- 
eral land banks. We have no such ceiling in the production credit 
system now. We do have a requirement geared to our capital and 
reserves in an individual association, and that is that any loan above 
a certain percentage must be approved first at the district level and 
then at the Washington level, but not a fixed limit. That is in the 
other section. 

Mr. Hacen. In this land bank proposition, actually these programs 
operate most successfully where they can handle the broadest cate- 
gory of business, and actually when you preclude the Federal land 
bank to go in excess of $100,000, you are taking away from it the very 
lucrative source of business which will redound to the benefit of all 
the participants in the program, is that not correct ? 

Mr. Harris. I believe that to be true. I think you simply deny the 
iocal association the income from that business which goes to other 
institutions and thereby you cut down their total income. 

Mr. Hacen. And you think that the new limit would be more real- 
istic in terms of the present-day dollar ? 

Mr. Harris. Yes; I would support the change. 

Mr. Hacen. Those are all the questions that I have. 

Mr. McIntire. As the land bank system repaid the capital stock 
which was subscribed to by the Federal Government, and as this bill 
provides for the bank for cooperatives, there is no fixed schedule of 
time which shall be applied to the liquidation of that capital. This 
bill provides production credit corporations shall have their capital 
retired in 10 years. Does that 10-year period prompt any apprehen- 
sion on your part? Do you think that the 10-year period is ample 
time to cover the obligation there? I appreciate the bill provides for 
adjustments too, but do you think there is any particular advantage 
in that being in a 10-year period ? 

Mr. Harris. Mr. McIntire, with the provisions for a certain amount 
of flexibility, my personal feeling is it is satisfactory as the bill pro- 
vides, I should say, I think, there is some divergence of opinion. 
There were some of our production credit associations that desired to 
complete that in a much shorter period, as little as 5 years. There 
are others that felt a longer period would be required. I think that 
there is merit in having a time schedule set up in the legislation so we 
will have some reasonable uniformity between the various districts 
and the various individual credit associations. Those who desire to 
proceed rapidly want some assurance that the others will not lag too 
far behind, so I believe that is the reason why the time schedule was 
placed in the legislation. 

Mr. McIntire. But neither the land banks nor this bill for the re- 
tirement of capital in the bank cooperatives would follow that same 
reasoning. 
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Mr. Harris. Probably not. I am not too familiar with what pro- 
vision there is for achieving an ultimate finish in those cases, but I 
would point out the matter of capital in the production credit cor- 
porations is not as important as it isina bank. The capital is a minor 
thing in the case of the production credit corporation. It is the as- 
sumption of the expenses that is the important part of this title IT. 

Mr. McIntire. This 10-year schedule in your opinion does not place 
any particular burden upon the system to meet that schedule, assuming 
the flexibility is in there ? 

Mr. Harris. Assuming reasonable normal agricultural conditions, I 
believe it would not cause any serious problem. 

Mr. Jounson of Wisconsin. Remember in 1953 the production credit 
interest rates went up in my home county of Jackson. I am just 
wondering, does the policy of the Government have anything to do 
with raising interest rates ¢ 

Mr. Harris. I would not be competent to say what the reason was 
except to say the cost of money to the credit bank increases, and conse- 
quently they increased their rate to us, and our rate had to be increased 
so we maintained a spread to pay our expenses. 

Mr. Jounson of Wisconsin. Prior to that time, it was cheaper for a 


farmer to go to the production credit association and borrow than to 
go to the local bank, but I think at the present time it is costing him 
half a percent more to borrow from the production credit association. 

Mr. Harris. I think that that probably varies. In my locality I 
think that we are fairly competitive with the bank. In this fluctua- 
tion, some local associations raised a little more and have not yet re- 
duced in order to build some future reserve and things of that kind 


and they have caused some differences in various local associations 
rates, 

The Cuamman. Thank you very much, Mr. Harris. 

Mr. Chambers, we will be glad to hear you now. 


STATEMENT OF MR. J. B. CHAMBERS, JR., HARLINGTON, TEX. 


Mr. Cuameers. I am J. B. Chambers, Jr., of Harlington, Tex., and 
a member of the board of directors of the Valley Production Credit 
Association. I have come before you to represent my association in 
the interest of that part of the farm credit bill, H. R. 5168 as pertains 
to the purchase of the production credit corporations by the production 
credit associations. I am also a member of the PCA advisory com- 
mittee of the 10th farm credit district, and alternate from the 10th 
district, to the National PCA Advisory Committee, but I am ‘not 
representing either of the advisory committes in any manner. 

The Valley Production Credit Association has grown steadily in 
membership and loan volume during the past 21 years, to the point 
that we now have more than 1,000 members and an annual loan value 
of more than $8 million in the four counties that we serve. Our asso- 
ciation may be classed as one of the large associations in the Nation. 
It has been our desire to serve agriculture in our area to the best 
of our ability and in the manner that was intended by Congress with 
the passage of the Farm Credit Act of 1933, In order to achieve our 
results it-has been necessary for us to have an active directorate, good 
management, and good sound supervision. Throughout the years we 
have endeavored to promote the production credit system, as well 





FARM CREDIT ACT OF 1955 91 


as coming to its defense at times that it was being attacked, and intend 
to continue this practice. 

During the past few years we have come to realize the importance 
of having complete member ownership of the production credit sys- 
tem if we are to survive. The 10th district has been recognized 
throughout the years as the progressive leader in the field of member 
ownership. The 10th district was the first to retire all Government 
capital from our 36 associations. 

Reg: wdless of recent developments we feel that this position of 
progressive leadership has not been changed. 

The Farm Credit Act of 1953 opened “the way for the new Farm 
Credit Board to prepare legislation to achieve that which we and 
the 10th district desired for several years. The Federal Farm Credit 
Board wished to receive expressions from associations and districts 
gen rally as to their desires regarding legislation. A plan was de- 
vise 1 whereby, through the national and district PCA committees 
and the PCA’s, each association might have the opportunity to ex- 
pre: s themselves, which we consider both proper and democratic. 
In the 10th district groups of association directors met with their 
dist rict committeemen to discuss suggested plans for purchase of 
the PC and FICB and their wishes conveyed to the district com- 
mit tee, thence to our national PCA committeeman, and summarized 
expressions on to the Federal Farm Credit Board, so that they might 
prepare legislation as nearly in keeping with wishes of the majority 
us might be expected. 

We, and the 10th district, with minor objections, desired to pur- 
chase both the PCC and FICB simultaneously in as short a time as 
possible, preferably 5 years. The district PCA committee met with 
opposition from the OFI’s through their demands that the PCC’s 
be abolished. The district committee rejected the demands of the 
OF TPs on grounds that they neither paid the expenses nor were super- 
vised in any way by the PCC’s and such a move would only weaken 
the PCA’s. 

Results of our desires were conveyed to our national committeeman 
to represent us on the national level. Great difference of opinion 
came forth on the national level, showing only that supervision was 
needed and that a strong majority of the districts were in favor of 
purchasing the PCC’s at this time, and possibly the FICB’s at some 
time in the future. As a result of this survey, the Federal Farm 
Credit Board drafted title II, production credit system, section 201 
of the farm credit bill of 1955 to satisfy the wishes of the vast major- 
ity of the PCCA’s in the United States. 

Our association, as well as all others in the 10th district, received 
the minutes and reports of actions by both the district and national 
PCA committees to keep us thoroughly posted on procedures. Every 
association in the 10th district was afforded the opportunity to be 
well posted, but whether or not this advantage was utilized, we 
shall see. 

Only slight opposition and principally suggestions were received 
by our district committee, and all minority as well as majority reports 
were conveyed to our national committeeman by our district com- 
niittee, and thence to the national level. During the fall of 1954, 
minority groups in the 10th district became more active. Following 
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receipt of the proposed 1955 farm credit bill as drafted by the Federal 
Farm Credit Board, representatives from 12 associations met in 
Austin, when a set of resolutions and criticisms were drafted in oppo- 
sition to the proposed bill. On February 2, 1955, a districtwide meet- 
ing was held in Lubbock by the district committee for open discus- 
sion, at which time 22 of the 36 associations voted for asking delay 
in passing the legislation to have time for further study. _ 

Following the Lubbock meeting the group who met in Austin along 
with others, proceeded to mail a copy of their resolutions and a letter 
from Mr. J. R. Canning of San Angelo, Tex., to every PCA in the 
United States, congressional Representatives and others, in an effort 
to delay passage of the legislation and gain time to prepare a more 
acceptable bill. We consider this action quite unfortunate for the 
10th district especially since we had been considered progressive 
leaders in production credit. 

The information mailed out by this group, in the opinion of our 
association, was radical, was not based on fact, made proposals that 
were impossible to expect passage, and were intended to create con- 
fusion. Many letters of approval or disapproval came from different 
parts of the Nation. Our association participated in this exchange 
of letters by trying to review past actions and facts to the best of our 
ability to get directors to carefully study the proposition. The OFT’s 
finally came into the open recently with their same line to abolish the 
corporations, showing perfect timing in their effort to weaken our 
associations. 

The leaders of the opposition group began their attack by asking 
for delay for further study to get support then for consolidation of 
the PCC with the FICB’s. Lately they have asked for outright de- 
feat of the bill, called for $2,000 of contributions from supporting 
associations for political action with assurance of many times this 
amount of savings to the associations if the bill is defeated, and indi- 
cated that they had no further use for the corporations, thereby show- 
ing that their real desire is to eventually abolish the corporations, the 
same as do the OFT’s. 

Fortunately for the 10th district the above attitude has been ex- 
pressed by very few associations. Recent surveys show that a good 
majority of the associations in Texas prefer a delay in action on the 
bill, they continue to approve purchase of the PCC and FICB’s simul- 
taneously, and recognize the necessity of maintaining adequate super- 
vision. The Valley Production Credit Association and several others 
in Texas cannot go along with the idea of delay. 

Our association believes that the proposed legislation is fair and in 
line with the combined thinking of all 12 districts, even though it may 
not be exactly as we individually had hoped for. Therefore we desire 
passage of this bill as another forward move toward member owner- 
ship. We believe that if all PCA directors had kept themselves pro- 
perly informed through available information, thereby performing 
their duty of policymaking, or had secretary-managers been properly 
alert to keep directors informed on information received, then it 
would not have been possible to get but very little opposition follow- 
ing in the 10th district. 

We contend that all asociations have had ample time and informa- 
tion at their disposal to make a clear decision. The OFI group are 
privately owned lending institutions that make large, choice loans, 
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yrincipally to cattlemen, and rediscount with the FICB’s as do the 
PCA's, but are not supervised by the PCC nor would they be responsi- 
ble for paying any of the cost of maintaining the PCC. We, there- 
fore, believe that their interest in abolishing the PCC is intended to 
weaken the PCA’s purely from a selfish standpoint. We also believe 
that an association that does not want supervision is generally. the 
one that needs it most. Sound supervision has enabled our association 
to continue serving agriculture with short-term credit after a severe 
drought, and two destructive freezes. Without supervision many 
associations would soon be forced to liquidate, or fail to serve the pur- 
pose for which Congress intended. 

The elected representatives of our district have been unjustly erit- 
icized and attacked by the opponents of this bill, but we have confi- 
dence in these representatives, appreciate their efforts, and have no 
fear that they nor any part of our Federal Government will inten- 
tionally encourage or pass legislation that might be detrimental to 
the welfare of any PCA. 

Combined reports from all 12 districts indicate that a large major- 
ity of the associations have approved this proposed legislation for the 
purchase of the PCC’s. The Valley Production Credit Association 
recognizes the wishes of the majority and have no doubt that Con- 
gress will arive at a fair decision based on true democracy. 

The CuarrMan. Mr, Chambers, we thank you for your well pre- 
pared statement. 

Mr. Marruews. I do not know whether you can answer this ques- 
tion. There are 12 production credit corporations; is that right? 

Mr. Cuampers. That is right. 

Mr. Marrnews. Serving 498 production credit asociations ? 

Mr. Cuamepers. That is right. 

Mr. Marruews. Do you know what the cost will be to operate 
these 12 production corporations next year—$200,000 or $300,000 ? 
Can you give me some figure ? 

Mr. Cuampers. I do not have those figures at hand. I would not 
attempt to answer it except for the 10th district. 

It is estimated that if the corporations are taken over by he asso- 
ciations it will cost us on the basis of approximately one-sixth of 1 
percent of our loan volume. 

Mr. Matruews. That gives me a pretty good idea. The thing that 
T am concerned about is to see if it will require your production credit 
associations to advance the interest rates on your loans. You see, 
that is the point that I have in mind, and I want to try to get some 
factual information about it. Would it be your opinion that your par- 
ticular associations would not have to advance the interest rate on 
loans to farmers if they absorbed the production credit corporations? 

Mr. Cuampbers. I do not believe there are any in our district that 
would have to, 

Mr. Marruews. Thank you. 

Mr. McIntire. Does the committee record show what OFI stands 
for ? 

Mr. Cuamsers. Old Financing Institutions. That is a term desig- 
nated to them. They have individual names for their institutions. 
That is what they are known by in the district. 

63138—55——7 
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The Cuarrman. Did you answer Mr. Matthew’s question as to the 
cost of the operation of the corporations? Do you have any idea as 
to the smetial cost of maintaining the production credit corporations 
in the district ? 

Mr. Cuampers. In our district ? 

The Cuatrman. All over the country. 

Mr. Cuameers. I do not have those figures. 

The Cuarrman. Would you have an estimate in your own district ? 

Mr. Cuambers. I have an estimate of my own district, something 
over $100,000 a year. 

The CuarrMan. In just one district. It would be way over $1 mil- 
lion for all of these districts? 

Mr. Cuampers. Yes. 

The Cuarrman. Let me ask you this as a practical man who has had 
experience : Why could not the supervision be done by the credit bank ? 

Mr. Cuampers. I presume that it could be. 

The Cuarrman. If it could be, and if by making a change we could 
save that sum of money, the production credit associations would 
become more farmer-owned than otherwise. I have had some com- 
plaints from my CPA’s which are self-supporting and standing on 
their own feet. There is no necessity for the supervision. 

Mr. Cuamepers. We have no doubt the Farm Credit Board has 
sufficient power at the present time to do what is necessary to stream- 
line, or to cut the corporations to the more essential requirements for 
proper supervision and possibly reduce the cost of it materially. 

Now, surveys have been made in the past to show that very little 
can be saved in terms of dollars by combining the two if you render 
the services that are needed for proper supervision. 

The CuarrmaNn. I am not saying that they do not need supervision, 
but I have said they do not need too much supervision. 

Off the record. 

(Discussion off the record.) 

Mr. Jounson. I have a letter here from the Production Credit Asso- 
ciation of Stephenville, Tex. 

Is that anywhere near your area? 

Mr. Cuameers. That is in the 10th district. 

Mr. Jounson. I want to read this letter. Perhaps you have read 
it yourself? 

r. Cuampers. No, sir. 

Mr. Jounson. The letter is addressed to the members of the House 
Agricultural Committee and is as follows: 

Dear Sir: Our board of directors, who are elected by 972 farmers and ranchers, 
are against the passage of H. R. 5168, in its present form. 

All of us were much in favor of the Farm Credit Act of 1953, and we were 
very pleased with its passage. In section II of this act, it was provided that 
within 1 year recommendations would be made to Congress to increase borrower 
participation in the ownership of the Federal farm credit system to the end that 
the Government money in this system be retired. This is still our desire. 

Title II, section 201 of this bill provides for the purchase of production credit 
corporations and the assumption of their expenses. It was always our inten- 
tion that the production credit corporation and the Federal intermediate credit 
banks be purchased by production credit associations simultaneously, because 
the “credit banks” are revenue-bearing institutions and the “corporations” pro- 


duce no income. It was our thought that by purchasing both institutions at 
one time the income from one would help offset the expense of the other. 
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The present bill provides for the purchase of the production credit corpora- 
tion only, and gives them authority to decide how much capital we shall invest 
and the amount of their expenses each association shall pay ; they would control 
the associations’ investments, loan policies, collateral requirements, interest 
rates, and would have the power to handle our capital and earnings at will. Our 
only control of these corporations would be 2 elected representatives on a 
7-man board. We declare that it is not proper to purchase an institution with- 
out adequate control. It is the stated policy of Congress ‘“‘to increase borrower 
participation in the management and control of the Federal farm credit system.” 
This bill does not provide any additional controls. On the contrary it gives 
complete control to the production credit corporations. 

This association is 100 percent owned by its borrower-members. We do not 
wish to impose the added expense of the “corporation” on our membership 
without the income which would be provided in the simultaneous purchase of 
the Federal intermediate credit bank. We do not think it would be proper for 
us to invest in any institution without sufficient representation. 

It is our urgent wish that you study this matter closely and look upon it as 
if you were a stockholder in a production credit association. If you do this, 
we have no doubt that you will oppose this legislation. 

What is your position on this letter which I have received, and are 
you against including intermediate credit banks in this bill? 

Mr. Cuampers. No; I am not against including them. The 10th 
district farmers, as a whole, for a long time have been in favor of the 
purchase of both institutions. The reason that it is not included, 
according to the minutes of the National Advisory Committee, the 
motion by the 10th district to include both was defeated by a very high 
majority nationally. 

Mr. Jounson. Do you know the reasons for taking them out, be- 
cause nationally the production credit association did not want to 
purchase them. oe : 

Mr. Cuampers. No. A lot of the districts did not consider that 
they were ready to do both. The 10th district felt that they were 
ready. That is a case of the bill being drafted, based on the desires 
of the majority of the districts. ; 

Mr. Jounson. They are not in a financial condition to take them 
over at this time for the United States as a whole; is that right! 

Mr. Cuamsers. I am not in a position to say that. I do know that 
there are quite a few more districts which are studying it carefully 
and which. appear to be getting more interested in the proposition. 
However, this part of the bill in regard to the assumption; you might 
say, of our cost of supervision, we feel, is a progressive step toward 
what we have wanted in line with the eventual member ownership 
of the entire system. We do not feel that, because we did not get 
both institutions at the beginning, that we should delay this one, 
because we felt like the other one would come later. 

Mr. Jounson. Have you any guaranty in this bill that you will 
get them later? 

Mr. Cuampers. No; we have no guaranty. 

Mr. Matrruews. Will the gentleman yield? 

Mr. Jounson. Yes. 

Mr. Marruews. Would your association prefer having the banks 
first and then the production credit corporation second? I was won- 
dering why the time table could not have been reversed. It looks 
to me like that would be giving the farmer-borrowers a little better 
break. 

Mr. Cuampers, I do not know whether it would or not in the long 
run. This is purely a personal opinion. The cost of paying for the 
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supervision of the corporation, whether you own the bank and re- 
ceive the profits, all of it, to relieve the load on the corporation, comes 
out of the same pocket. 

Mr. Matruews. It all comes out of the interest which the farmer- 
borrower pays. ; 

Mr, Cuambers. Absolutely ; that is where it all comes from, So, in 
the long run, I do not know whether I could say that you would gain 
anything; you are still paying the bill. 

Mr. McInrire. Will the gentleman yield ? 

' Mr. Matruews. Yes, 

Mr. McInr1re. There would be another complication to that point 
in that the PCC serves only the PCA; while if FICB served the 
credit corporation, it would work out better. The problem of owner- 
ship of the FICB is a bit more complicated to work out that that 
of the relationship of the PCC with the PCA. 

Mr. Cuampers. That is very true. In our district, practically all 
of the rediscounting through the FICB is with the production credit 
associations and the OFI and there was a little from the bank, but as 
it stands today, the OFI’s are rediscounting to the extent of about 20 
percent of the total volume of the FICB, and the other 80 percent is 
production credit. 

Mr. McIntire. But, in fairness to the other borrowing corporations 
which use the FICB, any plan which is worked out. for the eventual 
ownership of the FICB, must not overlook their right to participate. 

Mr. Cuampers. Yes; they must take them into consideration. 

The Cuarrman. Thank you very much, Mr. Chambers. 

Mr. Cuampers, Thank you, sir, gentlemen. 

The CuHarrMan. Our next witness is W. D. Partlow of the Beau- 
mont Production Credit Association. 


STATEMENT OF W. D. PARTLOW, REPRESENTING THE BEAUMONT 
PRODUCTION CREDIT ASSOCIATION 


We will be glad to hear you at this time, Mr. Partlow. 

Mr. Partitow. Mr. Chairman, and members of the committee, I am 
W. D. Partlow from Liberty, Tex. I am with the Beaumont Pro- 
duction Credit Association and have been with them 18 years. I have 
never held a district, State, nor National position in the system. I 
am just one of the boys at the lower level, acting as a director in my 
association. 

I am here to give my experiences and observations with reference 
to the production credit system. 

Mainly and entirely, my business here, or my reason for being here 
is in support of purchasing the association’s—purchasing the Pro- 
duction Credit Corporation. 

The act of Congress in 1933, establishing the PCA system, did more 
for oe than anything that I know of, mainly because it gave 
us a dependable source of credit. It is a thrill for us of the production 
credit associations to see the number of people whom we have picked 
up who were struggling to get along out there on a little farm, but 
due to this dopeadaiie credit which this act.of Congress gave them, 
they have become substantial and successful citizens. 

You have heard, and will hear, of opposition to this bill from the 
tenth district. We regret that our district is the source of most of 
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this opposition, and most of this opposition is due to the desire of the 
people in the tenth district to purchase the Production Credit Corpo- 
ration and the Federal intermediate credit banks simultaneously, and 
not just the Corporation at this time. 

There are people in the district who would like to see the Production 
Credit Corporation combined with the Federal intermediate credit 
banks, and others would like to see the Production Credit Corporation 
done away with. These erie, however, who want to see it done away 
with, I think, are entirely in the minority and certainly they are in 
the minority on a nationwide basis. 

The Cuatrman, May I interrupt you for a moment? 

Mr. Parttow. Yes, sir. 

The Cuarrman. I am inclined to agree with the statement which 
you have just made. In fact, that seems to be the sentiment in North 
Carolina. However, what can we do to win over that boisterous mi- 
nority which you are talking about? 

Mr. Matrnews. Mr. Chairman, would you yield right there a 
moment ? 

The CHarrMAn. Yes, sir. 

Mr. Marrnews. I have had notes of opposition from Utah, South 
Carolina, and Florida, in my own district, and just to pinpoint your 
thought there, I thought I would mention it. In other words, just 
as one individual Congressman, I have had communications from 
associations in those States opposing this title II, for your information. 

The CuamrMan. I also agree with just what you said. I have had 
communications from far and wide, but I am still inclined to believe 


that, when you size it up» the opposition is in the minority. 
i 


After all, we are dealing with a minority and a majority situation. 
As a practical man, on the local level, do you have any suggestion 
which you could make as to how we might compose the differences 
which seem to separate the different groups at this time? 

Mr. Parttow. I am sorry to say that I have not. 

The CuHamman. Well, of course, when you say that you are goin 
to retire stock at 10 years, you have the 10-year period within which 
you can negotiate for a period of time of, say, 5 years or 6 years or 7 
years, or some other period of time, but when you say you are going 
to make other changes, we have to compose the differences. However, 
what is the real objection? What do you believe to be the real ob- 
jection ? 

Mr. Partitow. Do you mean to going ahead and the association pur- 
chasing this corporation at this time? 

The Cxamman. That is right. 

Mr. Partitow. Well, now, I favor it; Iam for it. Our association is 
strictly for it. The other associations have given the reasons that we 
do not need the supervision; that we have gotten along this way and 
probably do not need the supervision. I do not agree with them on 
that at all. 

The Cuatrman. You think the corporation should stay in existence? 

Mr. Parttow. I certainly do. 

The CuatrMan. Suppose the functions which are now being per- 
formed by the corporation could be performed by discounting insti- 
tutions or, say, the banks? Why would not that be just as well? 
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Mr. Partiow. I question that, sir. If your lending agency and your 
supervisory agency were the same, it is human nature to take the line 
of least resistance, and I think it could get to a point where they would 
take on the good business and this other business, which is entitled to 
be taken care of, might be shoved aside. That is just my personal 
thought. 

The Cuairman. I do not know of any other system which operates 
in the same way in which this system operates. When you consider 
the private banking institutions, they have their own supervisors to 
look after their loans, and the same thing is true in regard to insurance 
companies. They do not go out and ask some other agency to perform 
that function for them. The Farmers’ Home Administration super- 
vises its loans and the Federal land banks look after their own business. 

It seems to me that, maybe, it would be well to have a guardian to 
begin with, but the associations have now been in existence for 21 
years, and they are adult associations and should be able to function 
without so much supervision. I do not mean completely without 
supervision, because you have too much at stake. 

Mr. Partiow. Well, the directors of the Beaumont Production 
Credit Association are farmers and ranchers. They are certainly not 
bankers and we know and you know, I think, that a bunch of farmers 
and ranchers who are out there to make a living and to get along, 
do not have the time nor the mental capacity to know the workings 
of all of this credit system. 

The Cuairman. To what extent do they actually give supervision ? 

Mr. Partiow. Oh, it just involves countless items. They help us 
in the purchase of our bonds; they help us in our annual meeting; 
they consistenly help us in getting our personnel and those things. 
We can perform some of those functions, I think, but we would cer- 
tainly like to have them approve all of our personnel; we would like 
to have their advice in the matter of loans, excess loans and so forth. 
They are just a guiding hand for us. 

Mr. Poace. Would the chairman yield? 

The Cuarrman. Yes. 

Mr. Poace. Mr. Chairman, may I ask right there, why could not 1 
institution do that as well as 2 institutions? That is the only thing 
we are troubled about. I do not think there is anyone on this com- 
mittee who feels that we should wipe out supervision completely. 
We feel that these are government agencies, even though we hope they 
are practically farmer-owned, but we still feel they are impressed with 
the public interest and we do not want to wipe out the supervision. 
Neither do I want to wipe out supervision for the national banks. 
I think you have got to have supervision for any institution which 
handles credit, but why do we have to have two sets of supervision 
for the PCA? It is the only lending agency in the world that I know 
of which has two sets of supervision, public or private. 

Can you name any other such institution ? 

Mr. Partiow. No, sir. 

Mr. Poacr. It seems that everyone is out of step except the PCA 
and that everybody is wrong except you. The land bank loans are 
wrong, the Farmers Home Administration is wrong, the insurance 
companies are all wrong, the private banks are all wrong, and everyone 
else is wrong except you. Everyone is out of step except the PCA and 
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that seems to me to be the only answer to my question. We have asked 
the question time and again: “Why do we need the two agencins?” 
And everyone tells us, “We need supervision.” 

We know you need supervision, but why do you need two agencies 
to do the supervising ? The agency which lends the money certainly 
exercises supervision if it lends the money, and I have never known 
of an agency which did not. 

I borrow money from the bank in Waco, Tex., and it supervises 
the running of my dairy to a very large degree, because they sure 
do tell me what to do. I do not know of anyone who is more effectively 
supervising me than'the man who loans me credit, and I do not know 
of anyone who is more effectively supervising you, if it is not the 
intermediate credit banks. No one can supervise you with the author- 
ity which that agency can, which is lending you the money. Those are 
the people who have the real supervision. Why have two agencies to 
supervise you? ‘That is all we want to know. 

Mr. Partriow. I told you, sir, that in my way of thinking, that if 
ou had these consolidated, the time, I think, could come when the 
anks would look for the good business and the business which was 

not so hot, but which still should be taken care of, would be left out. 
They would take the line of least resistance. That is just a theory 
of mine. 

Mr. Poacr. That is still going to happen. That bank is not going 
to discount any paper which it thinks is bad and that intermediate 
credit bank is not going to discount any of your papers if it thinks you 
should not have made the loan. 

Mr. Partriow. They will make different classes of loans. We have 
types A, B, and C. 

r. Poace. But, it is not going to discount any paper unless it agrees 
that it isa sound policy for you to make that loan, is it? 

Mr. Partiow. I believe that is right. 

Mr. Poace. Consequently, all of your production credit corporations 
do not get you any paper discounted in the intermediate credit bank 
unless you are discounting according to their policies. So, the people 
who have really got the control over you is the bank, is it not ? 

Mr. Partiow. Well, insofar as putting that money out, it is the bank. 

Mr. Poacer. If you are in the money-lending business, and if you do 
do not make loans, you go out of business. ‘That is the only business 
which you have, lending money. 

Mr. Partiow. There are policies which these associations work 
under which are handed down through the corporation. 

Mr. Poaer. Why cannot the bank hand those down just as well as 
having a separate agency to do it? Everyone else hands it down 
through the discount agency. Why do you have to have two people to 
do it? Does it not simply produce, and result in, confusion? Does it 
not simply result in duplication? How can it result in anything else? 

Mr. Partiow. I do not see that there is any confusion. I fact, for 
21 years it has worked perfectly. 

Mr. Poace. Yes, and in 21 years, you have not paid off a dollar of 
the Government investment in the bank. In the 33 years, or some- 
thing like that, in regard to the land banks, where one institution 
controls, they have paid off every dollar and do not tell me you have 
been operating so successfully, because the record is that you have paid 
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off less than any other branch of the farm credit groups. The banks 
for cooperatives have at least got $28 million of farmer money in them, 
and the intermediate credit banks and production credit corporation 
have not got a dollar of your money in them. So, I do not think your 
record is so effective, or successful, compared with those who have 
been operating with one agency. 

Mr. Partitow. That is what we want to do now, is to take over that 
corporation. 

Mr. Poace. However, you are telling me that you have done so well 
during the last 21 years when, as a matter of fact, the people who have 
had only one agency have been doing lots better. 

Mr. Partriow. I am talking about as an association that we have 
done so well. 

Mr. Poacr. These other agencies have paid off, and I am referring 
to the land banks, who have paid every dollar out long ago. They did 
not have but one agency supervising them. 

The CuarmaNn. Will the gentleman yield? 

Mr. Poaar. Yes. 

The Cuatrman. Even with all of this supervision, a few years ago 
the whole system had to have the supervision of this committee. We 
found out in our investigations of it that some of these associations 
were operating on Government capital and that if they were put on 
their own feet, they would have to charge 34 percent interest on all the 
loans which they made. You know we could not sit here as Members 
of Congress and permit that to continue. 

Mr. Partiow. No, certainly not. 

The CuHatrmMan. So, they were folded up and consolidated and 
merged and what not, and there has been considerable improvement, 
but as Mr. Poage pointed out, the agency, it seems to me, that does the 
real supervising, is the agency which has the financial investment and 
the definite reason to do it. 

I am not saying to you that I am in favor of abolishing the corpora- 
tion. I am just arguing the point with you, because I want to know 
where we can come together. 

How long do you want these corporations to stay in existence ? 

One other thing, and I am through: We had this supervision back 
in the days of the Farm Security Administration, and there is such a 
thing as having too much supervision. We investigated that agency 
and found that they were getting too much supervision, and that 
was one of the things which resulted in our abolishing the Farm 
Security Administration. We abolished the seed and feed loan also; 
we abolished the Regional Agricultural Credit Corporation, and acti- 
vated one agency, the Farmers Home Administration. 

I should like for you to think about the fact that you may be gettin 
too much supervision and may be spending too much money, and i 
you can save that money and improve the system, that is what we 
should do. 

Mr. Partitow. We feel it will cost us about one-sixth of 1 percent to 
pay our part of the bill for supervision. 

The CuarrMan. It was stated a moment ago that it costs $100,000 in 
1 district, and there are 12 districts. 

Mr. Partiow. It depends upon the amount involved. 

The Cuamman. Mr. Johnson has a question. 
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Mr. Jounson. Who performs the examination of your financial 
affairs similar to bank examinations? 

Mr. Partitow. The Corporation sends out a man to check our loans 
and then we are audited by a Federal auditor. 

Mr. Jounson. What was that last statement? We are also what? 

Mr. Partiow. We are audited by a Federal auditor. 

The CHatrmMan. You are checked by the corporation and, finally, 
checked by the bank, are you not ? 

Mr, Parriow. No, sir. 

Mr. Poage. As a Government corporation, they are subject to the 
general checks and audits. 

Mr, Jounson. Those people need the examinations periodically, but 
I do not see if it makes any difference whether the banks make the 
examinations or not, but I am afraid these loan corporations do need 
to have the examinations, 

Mr. Poaar. Of course, they do. 

The Cuarrman. Mr. Partlow, do you have any further statement 
which you desire to make ? 

Mr. Parttow. Well, I am still of the opinion that we need that tech- 
nical guidance. 

The Cuarrman. Well, I do not think I have convinced you. Ihave 
tried to convince you, but we thank you very much for your views. 

We would like now to hear from Mr. B. E. Stallones of the South 
Texas Producers Association, Houston, Tex. 

Mr. Srationes. Thank you, sir. 


STATEMENT OF B. E. STALLONES, PRESIDENT AND GENERAL MAN- 
AGER, SOUTH TEXAS PRODUCERS ASSOCIATION, HOUSTON, TEX. 


Mr. Srautones. Mr. Chairman and members of the committee, my 
name is B, E. Stallones, I am president and general manager of the 
South Texas Producers Association, Houston, Tex. I am appearing 
before the committee in behalf of the stockholders of the bank for 
cooperatives in Houston, Tex. 

I would not want you to think that I am representing the Govern- 
ment here. Mr. Wilmer Smith of Lubbock, 'Tex., and myself were 
elected by the stockholders to represent them at this hearing. 

The stockholders of the bank for cooperatives are interested in re- 
tiring the Government investment in the bank. We are in favor of 
H. R. 5168 as originally prepared by the Farm Credit Board. Let 
me say right here that we are appearing in support of title I, the banks 
and cooperatives. We are not trying to tell you what to do with these 
other titles here, but we are in€avor of House Resolution 5168. 

You gentlemen worked a whole year on that and we think you did 
a good job. They came up with a fine piece of proposed legislation. 

Weare opposed to the amendment to the proposed legislation which, 
in effect, would create a division of ownership between the stockholders 
and the Government in proportion to their respective stock interests, 

Under the proposed amendment, the Government will acquire ap- 
proximately 88 percent of the surplus of the banks, and this interest 
will continue as long as the banks are in existence. The stockholders 
would be led to believe they were retiring Government capital and 
acquiring ownership in the banks when, in fact, such a law would 
create a condition which would make it impossible for the stockholders 
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to ever own the bank for cooperatives. Now, they have no desire to 
recapture any money for the Government, because the money is left in 
there. The only desire they have is to have their nose in there so that 
they can have a financial interest and so that they can come down there 
and do the very thing you gentlemen have been talking about, super- 
vision, and they want to give us plenty of supervision, and if they 
stay in the position which they occupy now, we will need plenty of it. 

The stockholders are in better condition under present statutes to 
retire the Government stock than they would be if such a provision 
was included in the law. Under these present statutes, it is possible for 
the stockholders to someday own the Government stock. 

If H. R. 5168 should be enacted into law in its present state, the 
Government will have a permanent financial interest in the banks. 
It is our belief that this is contrary to all precedence in Farm Credit 
legislation effecting cooperative credit institutions. 

e believe it is contrary to the intent of Congress in the laws char- 
tering the banks and in subsequent legislation. It destroys the in- 
centive of cooperatives to want to own the banks. 

Cooperatives justifiably will not want to invest their money in a 

rogram which does not give them complete ownership of the banks. 

believe that our people feel like that if we buy a cow, we want de- 
livery of the cow and we do not want someone to keep the milk from 
us. If we buy the banks and invest our money in them, we want them 
delivered to us. If we owe them anything, we do not think we do, 
why we want to pay them, but we do not feel like that we owe them 
anything and we want to retire the Government capital. 

If it had been the intent of Congress when the banks were created 
in 1933, that the Government should maintain ownership of the banks’ 
surplus, it would have been written in the law. When the Federal 
land bank purchased their Government stocks, there was no such re- 
strictions placed on their surplus. When the stock was retired, the 
national farm load associations became full owners. 413 of the 498 
production credit associations in the United States have retired their 
Government caiptal in full. The farmers now own the associations. 
The above principle was fully recognized in the preamble to the Farm 
Credit Act of 1953, which instructed the Federal Board to make rec- 
ommendations to Congress of means whereby the investment of the 
United States in the Federal intermediate credit banks, production 
credit corporations, Central Bank for Cooperatives, and regional 
banks for cooperatives, may be retired. 

Title II of the bills under discussion authorizes purchases of the 

roduction credit corporations by the production credit associations. 
hese corporations have substantial surplus funds. No assertions of 

oan ownership of these surpluses is contained in the proposed 
ills. 

Patrons only want to own the bank for cooperatives so they can be 
true cooperatives. Furthermore, the patrons desire to own the bank 
for cooperatives to avoid the continuous criticism from other lending 
institutions which make accusations that the members of farmer co- 
cperatives are afforded the privilege of borrowing taxpayers’ money 
through the financial] institutions of the Government at low interest 
rates and other advantages not afforded to other citizens. 

Recognizing that all lending institutions must be subject to a certain 
amount of Government supervision, we believe a large portion of 
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unnecessary and expensive Government supervision could be elimi- 
nated when the patrons own the bank. My information is, and I think 
it is right, that it costs our bank in Houston, the 10th district down 
there, $18,000 a year for governmental supervision. We do not think 
that we need that much supervision. We think we can get along with 
lots less. It happens to be my opinion also, being connected with our 
milk producers association—we lon a credit union and we own every 
dollar of stock, and the Government nor no one else owns anything 
in it—but the supervision of that little credit union down there is so 
terrific that we are threatening to disorganize the thing and get under 
some other program, because we just cannot tolerate it. 

Political influences would be limited. The farmer members of the 
cooperatives would enjoy pride of ownership in the Bank for Coop- 
eratives, thereby participating in the management of the affairs of 
the bank. 

We think that the Bank for Cooperatives and this whole group here 
have done a yu’ fair job since 1933 in administering these lending 
agencies. e believe that down in Texas our neighbors and the 
pesmre we elect to serve on those boards and committees and so forth 

ave a better insight on how this money ought to be lent than some 
bureaucrat in Washington. We would rather have it just whatever is 
necessary. 

Of course, as Mr. Poage pointed out with the banks, I happen to be 
fortunate enough—put it that way—that I am on the board of di- 
rectors in a private bank. We have supervision. We know all of us 
have to have a certain amount of supervision, but we do not have to 
have too much of it, and we do not have to have some “monkey” down 
there trying to tell us how to run our business, that never did run 
much business either, I will tell you that. 

This fellow—just to give you some insight of what I am thinking 
about—this last time they came down there we had gone along 20 
years with their Federal credit union and had practically no losses, 
and during the severe drought our dairymen got in pretty bad shape 
and had some pretty bad losses. We had one guy who sold the col- 
lateral and beat us out of $20,000. We had set up the proper reserves, 
or adequate reserves—I will say that. This “bird” came down from 
Washington and makes us set up another $25,000 additional to the 
reserve we have, and we had a run on our little credit association, and 
if it would not have been for the South Texas Credit Association there 
coming in with $500,000 or $600,000 they would have destroyed our 
credit union. 

This “bird”, he tells me, “We believe that the association will be 
stronger.” I said, “That is typical bureaucrat thinking; by giving us 
less we will get more.” 

That.is the thing we want to get away from. We do not want to get 
rid of adequate and competent supervision, but we want to get away 
from these “monkeys” that supervise. 

As long as the Government has financial interest in the banks, the 
Gant eacaeing Office, the Bureau of the Budget, and other pro- 
tective agencies of the Government would be fully alert to see that 
adequate bureaucratic safeguards would be placed on the banks. If 
the law is passed as presently drafted many cooperatives now borrow- 
ing money from the banks will arrange to secure credit elsewhere. 
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Cooperatives do not want to be required to make permanent invest- 
ments in the banks when they know they will never realize full owner- 
ship of same. 

I think you gentlemen know it is possible for some of our cooper- 
atives to borrow money at a little bit maybe cheaper rate of interest 
sometimes than we pay to the Bank for Cooperatives, but we know 
this: We know if it would not have been for the Bank for Cooper- 
atives that no such condition would ever have existed. So we are 
willing to continue to borrow money from our Bank for Cooperatives 
to keep them strong and keep them in a position so that the farmers 
can be able to borrow money at reasonable rates of interest, and that 
you do not have to take your hat off when you go into the bank for a 
glass-eyed banker to tell you how much money you can get and what 
rate of interest you are going to pay for it. 

Weare willing to do that. We want todoit. We want to own our 
banks. We want to buy them. But we do not want the Government 
to continue to have a division of ownership in those banks. 

The Cuatrman. Mr. Stallones, I want to thank you for your splen- 
did statement. I think you have given this committee some real 
food for thought and have made some points that have not been pre- 
sented and discussed before. I do want to say that I know what you 
are talking about when you say the cooperatives are subjected to such 
great criticism by local banking institutions and others who do not 
understand them. One of the best-operated co-ops I know anything 
about, in my own district, does not borrow from the bank for coopera- 
tives for that reason. They get money from private banks, so that 
they will not be subjected to that. If they owned it outright they 
could do business without criticism. 

Mr. Sratzonegs. Yes, sir. 

Mr. Jounson. Mr. Chairman, I want to compliment the gentleman 
on his fine statement. While he may be from Texas, he talks like a 
farmer does back in Wisconsin. 

Mr. Stationes. Thank you. 

The Cuarrman. Wethank you very much, Mr. Stallones. 

We would be glad to hear at this time from Mr. Wilmer Smith, 
Chairman of the National Advisory Committee to the Federal Farm 
Credit Board of the stockholders of the cooperative banks, 


STATEMENT OF WILMER SMITH, WILSON, TEX., CHAIRMAN, 
NATIONAL ADVISORY COMMITTEE TO THE FEDERAL FARM 
CREDIT BOARD OF THE STOCKHOLDERS OF THE COOPERATIVE 
BANKS 


Mr. Suir. Mr. Chairman and members of the committee, I am 
Wilmer Smith, a farmer from west Texas. I am a member of co- 
operatives that are stockholders in the Houston Bank for Cooperatives. 
In addition, I am chairman of the National Advisory Committee to 
the Federal Farm Credit Board of the stockholders of the cooperative 
banks and, as such, shall make my statement to the committee. 

On March 5, 1955, a meeting was called in St. Louis and representa- 
tives of the stockholders of the bank for cooperatives in each of the 
credit districts were invited to attend. At that time this bill was 
discussed and another meeting planned for Washington on April 
12and13. During this meeting 11 of the 12 districts were represented. 
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We reviewed the recommendations for legislation made by the Fed- 
eral Farm Credit Board, as set out in the special report of the Board, 
which is known as Senate Document No.7. We also reviewed the bill 
which is now before the committee. We felt then and we feel now, 
after hearing Governor Tootell and members of the Federal Farm 
Credit staff give their testimony, that the Board made a very thorough 
study and, in its special report to the Congress, came up with recom- 
mendations that would have been very satisfactory to all cooperatives 
and to the Congress in that it was compatible with the Farm Credit 
Act of 1953. However, one change proposed by the Bureau of the 
Budget, and included in the bill, modifies the recommendations of the 
Board in an important respect. 

Under the original recommendations of the Board, the Government 
would have had no further financial interest in the banks after the 
Government capital was retired. The bill befor the committee, 
though, includes a wager of the Bureau of the Budget that the 
Government, even after its capital is retired, would retain an interest 
in the surplus of the banks in the event of their liquidation or 
dissolution. 

We feel that there is no reason for us to be treated differently than 
the Federal land bank system, in which the Government has no finan- 
cial interest since its capital was retired. We feel that the Farm 
Credit Act of 1953 gave the Federal Farm Credit Board a mandate 
to present a bill which would retire the Government money from the 
cooperative banks and place complete ownership in the hands of the 
stockholders. We feel very strongly that if a joint interest is left in 
the surplus fund at Kquidation, there will be a joint living ownership, 
thus defeating the mandate of the act of 1953. We do not think the 
banks will be liquidated. If they were, the surpluses would most 
likely be exhausted. We are of the opinion that in some of the dis- 
tricts the purchase of the bank will be a big selling job and it will 
certainly be most difficult if the buyers know that after purchase there 
would still be the joint interest in the surpluses. 

In the case of my own cooperative, we borrowed from the coopera- 
tive bank on a number of occasions at a higher interest rate than we 
would have paid at a commercial bank. We did it though because 
we felt we were building for the future. We were aware of the treat- 
ment given the Federal land bank system. 

In view of the facts just mentioned, Mr. Chairman, as chairman 
of our National Advisory Committee, we would like to substitute for 
the provision now in the bill at page 13, which gives the Government 
an interest in the surplus of the banks upon their liquidation or disso- 
lution, a provision which would give the Government no such interest 
after its capital in the bank is retired. I have such a provision here 
and would like to have it included in my statement. 

The CuarrmMAn, You may include it with your statement. 

(The information is as follows :) 

(c) Application of assets on liquidation or dissolution. In the case of liquida- 
tion or dissolution of any bank for cooperatives, after the payment or retire- 
ment, as the case may be, first, of all liabilities; second, of all capital stock 
issued before the effective date of the Farm Credit Act of 1955 held by coopera- 
tive associations ot par, all class A stock at par, and all class B stock at par; 
and third, of all class C stock at par; any surpluses and contingency reserves 
which were on hand as of the effective date of said Act shall be paid to the 
holders of outstanding capital stock issued before the effective date of said Act, 
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class A stock and class C stock pro rata and any remaining surplus and con- 
tingency reserves shall be distributed to those entities to which they are allocated 
on the books of the bank. If it should become necessary to use any surplus or 
contingency reserves to pay any liabilities or to retire any capital stock, allocated 
contingency reserves and surplus shall be exhausted first in accordance with 
rules prescribed by the Farm Credit Administration. 

Mr. Smiru. We request that the committee follow the wishes and 
proposals of the Federal Farm Credit Board rather than the section 
that is the brain child of the Bureau of the Budget. 

There is one additional statement that was omitted in the typing 
of this, and that was the statement that our recommendation was 
yee unanimously by our committee, when we met here in April. 

his is a unanimous report from the stockholders committee. 

Thank you, sir. 

Mr. Poacr. Mr. Smith, would your statement not boil down to this: 
What you want to do is when the cooperatives pay out the present Gov- 
ernment investment in the banks, which is $150 million, when that 
is paid back to the Treasury you want that stock to be transferred 
absolutely and completely to the people who paid that money back 
into the Treasury, do you not ? 

Mr. Smirn. That is right, sir. 

Mr, Poacr. If that stock goes, with it goes, of course, all of that 
surplus. If I were in a position where I could buy all the stock of 
any bank, then I would get all of the surplus that goes with that 
stock, because that stock owns that surplus, does it not ? 

Mr. Smiru. That is right. We just do not want a joint ownership 
after we have paid out the stock. 

Mr. Poace. What you are proposing to do is to return to the Gov- 
ernment every dollar the Government has invested ? 

Mr. Smirn. Exactly. 

Mr. Poage. You are not asking the Government to subsidize any- 
thing, but you are not proposing to pay the Government a profit on 
its operation and have the camannat go into the private profit busi- 
ness of banking ? 

Mr. Smiru. That is right, sir. 

Mr. Poacs. If the Government gets the $71 million, then the Gov- 
ernment must admit it has been in the business for the profit it could 
make out of it. 

Mr. Sorru. That is right. We see no reason for the cooperative 
banks to be treated differently from the Federal land-bank system. 

Mr. Poage. I do not, either. 

The Cuarrman. Mr. Watts? 

Mr. Warts. I might ask one question, 

You want to retire the Government capital for the amount of 
money the Government put in? 

Mr. Smiru. That is right, sir, 

Mr. Warts. You do not feel that they have any interest in any sur- 
plus that has been accumulated ? 

Mr. Smiru. We feel that we should have the same treatment. We 
feel that there is a precedent already established in the Federal farm- 
loan system—the Federal land-bank system—that would indicate 
that the Government has no interest in the surpluses. Yes, sir. 

Mr. Warts. Has the Government throughout the period of time 
that it has had the money in the bank for cooperatives received any 
interest on it? 
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Mr. Smiru. I believe beginning with the law of 1953 there was a 
franchise tax established. 

Mr. Warrs. Do you know what relationship the franchise tax bore 
to a percentage of interest on money ? 

Mr. Smirn. I am sorry. I do not believe I can give you that exact 
figure, but Mr. Fine, the Chairman of the Federal Farm Credit Board, 
is here; and I am sure he can give you that answer. 

Mr. Jounson. Do you know what the Federal land bank paid for 
the use of the Government money ? 

Mr. Smiru. In the testimony that I heard this morning in the 
Senate committee it developed that there was no interest paid on that 
money. 

Mr. Jounson. No interest at all? 

Mr. Smiru. No, sir; so we are paying the franchise tax in addition 
to what the Federal land banks pay. 

The Cuairman. Thank you very much for your fine statement. 

The next witness will be Mr. Lloyd Godley. 


STATEMENT OF LLOYD GODLEY, SECRETARY-TREASURER, PLANT- 
ERS PRODUCTION CREDIT ASSOCIATION, OSCEOLA, ARK. 


Mr. Goptry. I shall cut my remarks short. I have filed with you 
a copy of my statement. I will say what I have to say very briefly 
and will not attempt to read this statement. 

The Cuarrman. All right, sir. 

(The statement referred to is as follows:) 


PREPARED STATEMENT oF Lioyp GopLEY, OscEOLA, ARK. 


I am Lloyd Godley of Osceola, Ark. I come before this committee to speak 
in support of S-1286, title II, H. R. 5168. 

I worked for the Production Credit Corporation of Wichita, Kans., during the 
organization period of the production credit system. My duties consisted of 
organizing and supervising production credit associations. Later, I was em- 
ployed by the Production Credit Division, Washington, D. C., as a field super- 
visor and credit examiner. My duties took me to the Louisville, Columbia, New 
Orleans, and St. Louis districts. 

For the past 14 years, I have been manager of Planters Production Credit 
Association of Osceola and Blytheville, Ark. In addition to my duties as manager 
of the association, I farm 800 acress in cotton, soybeans and small grain. I am 
a stockholder of the Planters Production Credit Association and use the facili- 
ties of the association to finance my farming operation. I cite this background 
in order that the committee may be in better position to judge the competency 
of my testimony. 

I am here representing the Board of Directors of Planters Production Credit 
Association and its membership, and all the associations of Arkansas. I have 
the assurance that the testimony I shall give is in line with the thinking of the 
majority of the other associations in the St. Louis Farm Credit District. 

It is doubtful if any farm legislation enacted before, or since, has had a 
greater and more favorable impact on agriculture than has the Farm Credit 
Act of 1933. 

Many predicted that the capital put in by the Government would soon be lost 
through the inability of farmers to successfully operate credit institutions. The 
results speak louder than words. The capital is still intact. 

Never before, or since, has so small an appropriation produced so much wealth 
as has the $122 million that was appropriated for production credit. Practically 
all the $122 million has or will be returned to the Treasurer, but if not $1 should 
have ever been returned and the same lending success had been achieved, it 
would still have been for the American people, a fine investment. 
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This success of a new and untried system did not just happen. It was brought 
about through the wise and dedicated service of the men who had the job of 
administering the great Farm Credit Act of 1933. The wisdom of those who 
wrote this Act can be measured by the fact that it was so flexible that it gave 
ample leeway for wise adminstration, and restrictive enough to protect the 
investment of the Government and the farmers who have invested in the produc- 
tion credit associations. 

The act of 1933 represents one of the many wise and noble legislative acts 
passed by the Congress on behalf of American agriculture. In fact, this act was 
so good that it was never successfully attacked and many of us who had grown 
up with it, had always been fearful of any change, doubting if it could be im- 
proved upon. But, conditions change, and we make progress, and we have had 
improved legislation. 

Due to a natural desire on the part of farmers, who had put so much into pro- 
duction credit to own the system in its entirety, and to have it always in the 
hands of those devoted to its well-being, a movement was started which c¢ul- 
minated in the Farm Credit Act of 1953. 

I, for one, was skeptical, fearing we might get men on the Federal Farm 
Credit Board with little knowledge of our system. My fear was not justified. 
Through the great care in selecting the nominees and the wisdom of the appoint- 
ments, we have a great Board, and we are all delighted that our skepticism was 
unfounded. 

The act of 1953 did not change the fundamental principles set out in the act 
of 1983. What it did was to place administration closer to the farmer. Like- 
wise the act we are considering does not change the fundamentals of the original 
act. 

The Congress, through the Farm Credit Act of 1953, directed the hederal Farm 
Credit Board to, within 1 year after appointment, make recommendation to the 
Congress a means by which borrower participation in the ownership of the 
Federal farm credit system would increase to the end that United States Gov- 
ernment capital would be retired. 

It is my understanding that Senate bill 1286, title II, and H. R. 5168, title II, 
contains the first recommendation of this Board for the ultimate retirement of 
Government capital from corporations within the farm credit system. 

While this Board has a superior knowledge of the farm credit system, it did not 
rely upon its own knowledge alone, but sought the advice of the production eredit 
associations, through the production credit corporations in determining the 
type of legislation to recommend to the Congress. 

To carry out the wishes of the Federal Board, Mr. W. 8. Brock, president of 
our St. Louis Production Credit Corporation, and his associates, met with the 
production credit association secretary-treasurer and boards of directors in 
our State, Arkansas. Like meetings were held in the other two States of our 
district, Missouri and Illinois. 

At the Arkansas meeting, Mr. Brock requested that we consider the formula- 
tion of a plan for the associations to purchase a part of the assets of the Pro- 
duction Credit Corporation, with a plan to return the balance, after such pur- 
chase, to a revolving fund of the United States Treasurer. 

After much deliberation, we came up with a plan, and so did the production 
eredit association groups of Missouri and Illinois. The District Production 
Credit Association Advisory Committee of 9—3 from each of the 3 States—met 
in St. Louis for the purpose of receiving and discussing the 3 plans from the 3 
respective States. 

It was my good fortune to be selected to present the Arkansas plan to the 
advisory committee. The committee went over all the proposals from each of 
the 3 States and arrived at a composite proposal which each of the 9 production 
credit association advisory committeemen approved. 

It is my understanding that this proposal was transmitted to the Federal 
Farm Credit Board for its consideration. The bill as prepared, and is now 
S. 1286, title II, H. R. 5168, contains the substance of our proposal, and we are 
happy to give it our full support. 

We do not claim that this is the end product, but rather the beginning. There 
is some honest objection to this bill, but we have faith in the good judgment of 
the Federal Board, the District Board, and our Corporation. We know that 
in our vast farm credit system, we cannot have it all just as our local production 
eredit association may wish it to be. There must be a given and take—above 
all, there must be mutual confidence. 
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We recognize the Production Credit Association as the “end product” of the 
production credit system. If it fails to serve the people on a sound and con- 
structive basis, the system is a failure. 

This bill seems to point in the direction of strengthening, not weakening, the 
production credit associations in their ability to serve agriculture, without the 
benefit of Government capital. 

The production credit corporations were originally set up to organize, capitalize 
and supervise the production credit associations. The job of organizing and 
capitalizing is over except in cases of emergency that may occur from time to 
time, but the job of constructive supervision will go on and on. 

This bill designates the Corporation as the agent to supervise the associations. 
Our thinking is that there must always be supervision and that the Corporation 
is the only agency equipped to do the job. In fact, to the corporations construc- 
tion supervision should go much of the credit for the outstanding job of lending 
that has been done by the production credit associations. The associations and 
the corporations have certainly been an outstanding team in developing the 
world’s most successful system for financing agricultural production. 

It has been suggested by some well-meaning individuals that the corporations 
should be eliminated, and the job of supervision turned over to the Federal In- 
termediate Credit Bank. They suggest this would save money. Money is not 
the most important thing, but service to agriculture is all important. We main- 
tain that it would not save money, but that is not the real point. The point is 
that the Federal Intermediate Credit Bank was not designed as a supervisory 
agency. 

The Federal Intermediate Credit Bank has rendered outstanding service to 
agriculture and without it, the production credit associations under the law can- 
not function, but the Federal Intermediate Credit Bank is one of discount, not of 
supervision. 

Should supervision be turned over to the Federal Intermediate Credit Bank, 
the institution that furnishes the money, it is human nature that the Federal 
Intermediate Credit Bank would soon be making the loans, and the production 
credit associations would become agents of the Federal Intermediate Credit 
Bank. This is said with the greatest of respect for the Federal Intermediate 
Credit Bank. Such a system simply will not work in short-term credit. A 
short-term credit institution must be close to the farmer to make sound and 
constructive loans. 

The Production Credit Corporation, in addition to its constructive super- 
vision, serves to intercede for the production credit associations with the Inter- 
mediate Credit Bank, for the purpose of persuading the bank to accept cer- 
tain paper for discount in cases where the bank may not agree with the pro- 
duction credit association as to the soundness of the loan. This, of course, 
only when, in the judgment of the Corporation, the association is right. The 
Corporation has done a constructive job in training new production credit 
association personnel and new directors. The Corporation has been instru- 
mental in bringing to the production credit associations many reforms that 
have aided the association in better service to the farm people. Without such 
assistance the associations would be greatly handicapped. 

Some say this bill provides ownership without control; that it places too 
much authority in the hands of the Federal board, district board, and the Cor- 
poration. Our answer to that is that we have a coordinated farm-credit system. 
Final authority must be somewhere. It cannot be in 40 production credit as- 
sociations, nor in 498 associations. It must be in the boards as provided 
in this act. 

The opposition has compared the cost of supervision to that of privately 
owned banks. Such comparison does not seem justified. Banks operate for 
the benefit of their stockholders by paying as high a stock dividend as pos- 
sible. Production credit associations do not operate for the purpose of mak- 
ing large profits on their capital but rather that the farmer shall have such 
permanent and dependable credit service that he will be in a more favorable 
position to make a profit on his farming operation. Some have suggested that 
since we will have paid back to the Government the capital it had put into 
the system that the Government should thereafter have little interest in the 
associations. Our contention is that the Government capital made our system 
possible and while the system may become wholely farmer owned the public 
has a continuing interest that must be protected. 

After 22 years of successful operation, when most of our production credit 
associations are farmer-owned, we do not believe that the Congress will now 
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deny us the privilege of owning our own supervisory agency, especially when 
such ownership will restore capital to the Treasurer, and relieve the Government 
of the expense of the Corporation. 

We of the State of Arkansas wish to commend you who are sponsors of this 
bill, and urge that this committee recommend its passage. 

If the committee will bear with me a bit further, I would like to suggest that 
this bill be amended to provide that no person who is a paid employee of any 
farm credit corporation or agency of the Farm Credit Administration, shall be 
eligible for election, nomination, or appointment to a district Farm Credit 
Board. 

As it stands now, every such person is so prohibited from such Board except 
secretary-treasurers of national farm loan associations. 

Since the production credit associations under this bill will own the pro- 
duction credit corporations, and since the Corporation will be under the direc- 
tion of the district Farm Credit Board, we consider it unwise for any paid 
employee in the System to serve on the Board. If, however, the Congress does 
not act to eliminate such paid personnel from serving on the Board, we feel 
that all restrictions should be removed, thus permitting managers of produc- 
tion credit associations and cooperative managers to be on the same basis 
as are secretary-treasurers of national farm loan associations. This would not 
improve the situation, but it would eliminate rank discrimination. 

I am grateful to this committee for having permitted me to present the view- 
point of the associations of the State of Arkansas, et al. 

Mr. Gopiry. I am Lloyd Godley, from Osceola, Ark., I am here 
representing all the production credit associations in my State. 
While I am not authorized to speak for the associations in our other 
two States in our district, Missouri and Illinois, I have reason te 
believe that not one of the associations would disagree with the state- 
ments that I am going to make. 

I helped organize the Production Credit System in Wichita, Kans., 
and for a time supervised production credit associations. I was later 
attached to the Production Credit Division here in Washington, and 
worked in the Columbia District, New Orleans, Louisville, and St. 
Louis Districts. For the past 14 years, I have been secretary- 
treasurer of Planters Production Credit Association of Osceola, Ark. 
In addition to my duties as secretary-treasurer, I farm 800 acres, de- 
voted to cotton, soybeans, and small grain. I am also a member of 
the association, and use the facilities of the association to finance my 
farming operation. 

I simply give you this background so you will know whether or 
not I am competent to speak on this subject. 

We have had ample opportunity, in our district, to study the bill. 
In fact, we had a meeting at Little Rock where all the associa- 
tions secretary-treasurers and boards met. We did study it ve 
thoroughly. e even made recommendations to the Federal Board, 
through our corporation, before the bill was ever drawn. 

The bill fits pretty much the recommendations that our associations 
made. We made those recommendations to our district PCA ad- 
visory committee. It was my privilege to sit in with this committee 
in St. Louis where we analyzed the recommendations of Arkansas, 
Illinois, and Missouri. 

The Cmamrman. May I ask you a question ? 

Mr. Gopiery. Yes, sir. 

The Cuarman. Did yes calculate the cost and realize it was going 
to cost 27 percent of all the earnings of the PCA’s in the country to 


have the supervision contemplated by this bill? 
Mr. Goptey. Mr. Cooley, we do not agree with all those figures. 
It would take too long to analyze them. 
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The Cuarrman. This committee has to analyze them. If it costs 27 
— of all of your earnings, that is a very important factor which 

1as not been pointed out heretofore. 

Mr. GopLtey. We took into consideration all the costs to the asso- 
ciation, and we analyzed it very thoroughly. 

The Cuarrman. What did you conclude? 

Mr. Goptey. We concluded that it would cost less than $3,000 per 
association in our district. We concluded, furthermore 

The Carman. $3,000 per association ? 

Mr. Gopiey. Yes, sir. 

The Cuatrman. Each local PCA would pay $3,000 a year for 
supervision ? 

Mr. Goptey. It would cost less than $3,000. 

The CHarrmMan. Well, $2,900? 

Mr. Gopiey. Yes, sir; 28 or 29 hundred dollars. 

The Cuatmrman. You heard the testimony a minute ago where a 
bank which had $6 or $8 million paid $600. How can a PCA stay in 
business on a competitive basis with local banks if a local bank with 
$6, $8, or $10 million only pays $600, and here we have a little PCA 
with less than $1 million paying out $3,000? 

Mr. Goptey. Mr. Cooley, we did not, as you know better than I do, 
copy this Production Credit System after any banking system. 
Furthermore, we feel a lot of pride in that we have kind of set the 
pattern for the banks to lend money by. 

The Cuarmrman. You are not going to set the pattern if you are 
going to let your costs be 10 times what the bank costs are. 

Mr. Goptry. We think our production credit associations are 
not so much concerned with making a profit on the capital stock 
of the association as they are to lending money to farmers so that 
they can make a profit. But the banks are interested in making 
a profit on their capital stock so they can pay dividends to their 
stockholders. 

Mr. Poaar. May I ask you a question there: You say you are not 
so much interested in making a profit, but when you have these 
expenses, you must charge the borrower something more; must you 
not? You have no source of income with which to pay these ex- 
penses except what I and other farmers, as borrowers from your 
associations, pay in the form of interest; have you? 

Mr. Gopiey.’Mr. Poage, we will not have to raise our interest 
rate to do the things that are provided in this bill. The purchase 
of the corporation does not take any money out of the association. 
It is simply taking over the capital stock of the corporation with a 
part of that capital structure, but that is still an asset, and we can 
use it to discount against just as we can now. The only expense 
we will have will be that slowly over a 10-year period we will as- 
sume the expenses of the corporation. That is all the expense it 
will be. It will really increase the assets of the corporation if this 
bill is passed by the Congress. 

Mr. Poaer. Are you trying to tell us that all you are going to 
do is to have the Government just give you something more with 
absolutely nothing to be paid on the part of the farmers? Do you 
mean you are not going to make any sacrifice in order to own this, 
that itis just going to be another handout on the part of the Federal 
Government? Is that what you want? 
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Mr. Govier. Mr. Poage, the only sacrifice we will make will be 
the operating expense of the corporation. 

The Cuarmman. That is an enormous amount of money, from the 
evidence presented here. 

Mr. Goptey. Mr. Cooley, our association paid over $14,000 income 
tax this year. That expense of the corporation will be a deductible 
item from the income tax, and jit is not as bad as it sounds. We 
think of the fine job that the corporations have done in supervision, 
in building the associations, in alin to build the associations. We 
think to the corporation should go a great deal of the credit for 
the splendid lending record that the associations have made down 
through these 21 years. 

The CHarrman. That was during the days of the infancy of 
the PCA’s. My only complaint I get from the PCA’s down home is 
that they get too much supervision and it costs them too much money. 

Mr. Gopiey. We do not agree with that, Mr. Cooley. Some as- 
sociations disagree with me, and we certainly respect their point 
of view. We just happen not to agree with them. 

The Cratrman. This was a very well thought out statement here 
by these gentlemen from Texas in opposition. They used the figure 
that it will take 27 percent of all the net earnings of the PCA’s for 
supervision. 

Mr. Goptry. They used their figures, Mr. Cooley. 

The Cuamman. When they put figures in this official record, it is 
a challenge to the Government, to the Farm Credit, to you and every- 
body else for this bill, to give us the accurate information, if that in- 
formation is inaccurate. 

Mr. Goptry. Well, sir, since I have very little time, you would not 
want me to stop and figure out, would you? 

The Cuarrman. No, I do not expect you to do it. 

Mr. Goptey. I certainly cannot do it now. The only thing I can 

ive you is what we think it will cost in our associations down in 
rkansas. 

Mr. Poace. How much does your association make a year? 

Mr. Goptey. Well, sir, we have a one-county association there, 
and we lend about $3,200,000 a year. For our net this year, after we 
paid taxes—we paid, as I said, about $14,000—we had, I believe, 
somewhere around $15,000 left to go into the reserve. 

Mr. Poacs. If you are going to pay $3,000 for that supervision, 
that is about 20 percent. 

Mr. Goptry. That would have cut down, you see, on our income tax. 

Mr. Poace. I understand that. 

Mr. Goptey. We probably would not have had excess-profits tax, 
to pay, too, if we had cut that off. 

The Cuarrman. If you used it for salaries, you would not have 
to pay it, too. 

Mr Poacr. You will still be paying out about 20 percent of your net 
for inspection and supervision. There is only 7 percent difference 
between you and Mr. Lane, even with your figures. Obviously, he 
is not so far off, because you are within 7 percent of him. 

Mr. Goptey. Somebody is going to have to supervise us, Mr. Poage. 
I am conceited enough to feel that I can run a production credit asso- 
ciation, and I have an old board that knows how. But I am not going 
to be here always in that association. 
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The Cuarmman. You are just trying to take care of the incom- 
petency of your successor / 

Mr. Gop.ey. My successor might not be well trained when he comes 
on there. The corporation does a lot to train personnel, Mr. Cooley. 
They have done a marvelous job of it. They also train new directors. 
They do a lot of things that are good for the association. 

The Cuarrman, I do not know. I think that in the average PCA 
that I know anything about, most of them running the PCA’s now 
have been there for a long time, have had experience with it them- 
selves. It does not seem to me it would be right to impose upon them 
the additional cost of supervision. Here is the Comptroller General 
of the United States. You heard the excerpts that I read from his 
letter. I have not read the whole letter myself. I have not had an 
opportunity todo so. He is the watchdog of Congress. 

Mr. Govier. I do not agree with it in any sense of the word, Mr. 
Cooley. 

The Cuamman. What do you think Congress is going to do, follow 
this man that they have put on there as a watchdog, or take your 
statements / 

Mr. Goptey. Well, sir, the Congress passed the Farm Credit Act of 
1953, and I was a little shamieal, as Mr. Poage may remember. I 
was here and he asked me some pretty pointed questions about that 
bill. I told him from what little I knew about it, I did not approve 
it. Iam glad to state here today that my fears were unfounded. We 
have a fine board, and I think it is doing a good job. But they did 
not simply arbitrarily sit down and write this bill. 

The CHatrman. Nobody thinks that they did that, and every- 
body, I am sure, on the committee, agrees that Governor Tootell 
and his associates on the board have tried to do a conscientious job in 
doing what Congress indicated they would like to see done. But how 
about when you meet with this formidable opposition, and I say 
this is formidable opposition. This is the first time I remember 
receiving a letter from the Comptroller General of the United States 
about legislation before this committee. 

Mr. Gopitey. Mr. Chairman, the Hoover Commission also recom- 
mended that same thing. 

The Cuatrman. Well, all right. Go ahead and finish your state- 
ment. 

Do you have something further ? 

Mr. Goptey. Yes, sir. I would like to say the Federal intermediate 
credit bank has been brought into this discussion several times-as a 
possible source of supervision. Most certainly I respect the inter- 
mediate credit bank. We could not function under the law without it. 

But to me it is unthinkable to have the intermediate credit bank 
serve as a supervisory agent for production credit associations. I 
just could not imagine the intermediate credit banks serving as our 
supervisor. The bank is definitely a discounting agency and not a 
supervisory agency. I will venture to say to you that if you would 
turn over supervision of the production credit associations to the inter- 
mediate credit bank, inside of 3 years’ time the intermediate credit 
banks would be practically making the loans in the production credit 
associations. They did do it in the beginning of this system. We had 
to send every loan to them to be discounted before we disbursed on it. 
We do not want that to happen again. 
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The system has worked so good. The fundamental part of the sys- 
tem has not been changed by the 1953 act. The 1933 act was a master- 
piece. The 1953 act did not change the principles of production credit, 
and we do not think this proposed act changes the fundamental prin- 
ciples. We do not want the fundamental principles of this system 
changed. We still want the corporation as a supervisory agent, and 
we want the intermediate credit bank as a discounting agency and 
would like to see it remain that way. 

We would like to own the corporation, and we would like to see it 
streamlined where its expenses would probably be less. 

Mr. Warts. Who elects directors of the Production Credit Corpora- 
tion at the present time ? 

Mr. Goptrey. Who elects the directors? Two of those directors are 
elected by the Production Credit Association, two of them by the 
national farm loan associations, and at a certain period, whenever 
enough of the Government capital has been paid back by the bank 
for cooperatives, two of them will be elected by them, and one is ap- 
pointed. 

Mr. Warts. Does this legislation contemplate any change in the 
manner of the selection of those directors? 

Mr. Govier. No, sir. But I would like to suggest a change, if I 
may. 

Mr. Warts. I gained the impression somewhere in listening to some 
of the witnesses, that as the associations took over the corporation, 
that they would elect more of the directors. : 

Mr. Goptry. No, sir. There would only be two elected. I might 
say here that the public, some of the witnesses have suggested, not this 
morning but before the Senate, and I presume the will make the same 
suggestion here, that they really might just cut loose from the thing 
entirely and be an independent corporation. The public still has an 
interest in this thing. The Congress appropriated the money, and it 
made is possible for us to form these production credit associations 
and to pay back all that Government capital, practically, to the Gov- 
ernment. But the people still have an interest. It is a public interest 
and it must be protected. 

If Production Credit would elect all the directors, we might get 
men that would not protect the public but would just protect the pro- 
duction credit associations. I think the Board as provided is all right, 
except that I would like to make this point just as strong as I can, that 
under the present law a secretary-treasurer of a national farm loan 
association can be elected to the board of directors, the district board 
of directors. That has always been the case. It was a carryover from 
the old land bank system which came into being in 1917. It should 
have been corrected many years ago. It is unthinkable for a secretary- 
treasurer of a national farm loan association setting himself up on the 
district board to supervise his own association, and that is what we 
have now. 

Mr. Warts. I am trying to clarify something in my mind that is 
evidently very clear in yours. Do the production credit associations 
serve any way, other than supervisory over the associations ? 

Mr. Goptry. They have served as custodians of our bonds and have 
served to buy and sell bonds of the associations. 

Mr. Warts. Their entire activity is in connection with the produc- 
tion credit associations ? 
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Mr. Goptey. Yes, sir; everything that they do. 

Mr. Warts. If you are going to buy them out over a period of 10 
years, do you not think that, as you buy them, you ought to have more 
control over the production credit corporations in the sense that the 
number of directors that the asociations select ought to be increased ? 
In other words, if you are going to buy them and pay for them, should 
you not run them ¢ 

Mr. Goptry. The land bank is owned entirely by the national farm 
loan associations and they have only two directors. Since we have a 
coordinated system, I do not see anything particularly wrong in hav- 
ing a board there representing all the branches of the farm credit sys- 
tem. I do not think it will work to our disadvantage. 

Let me make this statement. I am not an authority on the Federal 
Reserve System, but it is my understanding that while the Govern- 
ment owns not one dollar’s worth of stock in the Federal Reserve banks, 
the banks own it all, yet 4 of those directors are appointed by probably 
the Comptroller of the Currency or somebody like that up here, and 
only 3 of them are elected by the banks. The Government does not 
own any capital stock there at all. 

In our branch bank down there at Memphis all seven of those direc- 
tors are appointed. There are none of them elected by the banks at all. 
They are there to protect the public interest. I think the Federal 
Farm Credit Board and the district boards are there to protect. the 
public interest as well as the interest of the production credit associa- 
tions and the national farm loan associations. 

Mr. Warts. You think, then, the system you are using with regard 
to directors is better than if the associations had more control over 
their own property ? 

Mr. Goptry. If the Congress wanted to pass a bill setting up four 
sets of directors in the district, it would simply mean breaking down 
the coordination of the system, and we would not have a Farm Credit 
Administration anymore. We would have a land bank, we would have 
a bank for coop’s, an intermediate credit bank and production credit. 
Under the present philosophy of farm credit, it does not seem practi- 
cal to me. We would have no objection to a board over production 
credit, but we do not have the anxiety that some of our other friends 
here have about the thing. 

Mr. Warrs. I believe that is all. 

The Cuatrman. Thank you very much, sir. 

Mr. Goptry. Mr. Cooley, could I try to impress again the fact that 
there should be an amendment here to eliminate the secretary-treasurer 
of the national farm loan associations from serving on the district 
board? Just take out three words in the bill of 1953 and you have it. 

Mr. Gatutnes. As a matter of fact, it went in at the 11th hour and 
this committee did not know anything about them going in. 

Mr. Goptry. That is right. They were supposed to be eliminated in 
my bill is my understanding. It ought to be taken out. We are going 
to keep on insisting from here on out until they do take that out. It 
just is not right. Let me cite you a case. There is a real young man 
that has not been in the system over 3 or 4 years that has office space 
in a production credit association down there with us in our territory. 
The secretary-treasurer there has been in the system for 20 years. Yet 
that young man, that is secretary of the national farm loan association, 
if he could politic himself in getting to be elected on the district farm 
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board, he could serve there. But that man that knows 10 times more 
about the system than he does, could not do it to save his neck, because 
the law will not allow him. If they are going to leave the national 
farm loan associations serve on this board, we feel you ought to let 
the bars down and let anybody that can get himself elected on it serve. 
I do-not want to serve on it. It would be improper for me to serve, 
because I am a paid employee of a production credit association. Like- 
wise, it is improper for a secretary-treasurer of a national farm loan 
association to assume the responsibility of supervising himself and 
supervising our association. _ 
he CuarrMAN. Mr, McIntire wishes to ask a question. 

Mr. McInvire. It strikes me that is an issue which has been dis- 
cussed many times before. Is it a fact, or is my recollection incorrect, 
that there is only 1 or 2 secretary-treasurers serving in that capacity 
at the present time ? 

Mr. Goptey. Mr. McIntire, I could not tell you how many. We 
have one serving in our district. When I was in the Wichita district, 
there was one serving there. When I used to work in the Louisville 
district, there was one serving there. How many there are in the 
Nation, [donot know. But 1is 1 too many. 

Mr. McIntire. I will agree with you. 

Mr. Goptey. Thank you. 

Well, gentlemen, thank you very much. 

The Cuatrman. Thank you very much, Mr. Godley. 

Is Mr. J. P. Stone here? 

Is Mr, Boyd of Tennessee here ? 

Does anyone else who is present wish to testify ? 


STATEMENT OF GOLDEN F. FINE, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD 


Mr. Fine. Mr. Chairman, I am Chairman of the Federal Farm 
Credit Board and I want to know if it would be permissible to make 
a very brief statement to the members of the committee ? 

The CuarrMan. Yes, sir; you are Chairman of the Federal Farm 
Credit Board ? 

Mr. Fine. Yes, sir. 

The CuarrmMan. Will you give your name for the record, please, sir. 

Mr. Fine. I am Golden F. Fine, a peach farmer out in Galifornia. 

Yesterday when I made my statement to this committee I told you 
in some detail just what the Board had done to explore the field and 
to get recommendations from all of the production credit associations, 
the national farm loan associations and the users of the cooperative 
system. We feel that we did not sneak up on anybody from the blind 
side. We did not go into a conference room and write this legislation 
by ourselves. It does not represent only our view. It represents the 
views, we believe, of the vast majority of the people who use the farm 
credit system. 

Yesterday we had a Board meeting, following our hearing with you 
folks, and we are now studying this matter. At our July meeting 
we will be taking up the problem of how we are going to get the money 
out of the Federal Intermediate Credit Bank. We have had a study 
made by the staff in the Washington office. We had folks from the 
Houston bank, and some representatives from the Springfield bank, 
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to make a study of the credit bank, to see what they could do in the 
way of saving dollars if the PCC and the credit bank were merged. 

As a result of that study at this point, at least, it does not appear 
that very substantial savings can be made if we do the same job of 
supervision we are doing today. 

Those of us on the Board feel that there is room for substantial 
savings in the cost of supervision. We instructed the Governor of 
the Farm Credit Administration yesterday to send to the 12 Farm 
Credit district boards the results of those studies that we have just 
had completed, showing the costs, what it would cost to operate if the 
two organizations were merged. 

We have also had a study made to see what it would cost if we would 
streamline the operations of both the production credit corporations 
and the credit bank. So in our report which came to the Senate, 
Senate Document No. 7, we said that we would continue to study the 
problem; and I simply wanted to tell you gentlemen that we are 
cognizant of your mandate, and we are continuing to study this. 

The reason we did not come in with a recommendation for the 
PCA to take over the PCC and the FICB at the same time, was 
because there was no unanimity of feeling among the 12 Farm Credit 
boards as to how we could do it. In some districts they wanted to 
acquire the ownership of the corporation and the credit bank at the 
same time. In some of them they wanted to do nothing, and leave 
it as it is. In others, they wanted to have one set of officers for the 
two separate corporations. 

Any legislation that we would have brought to you, we believe, 
would not be acceptable to the vast majority of the farmers who use 
the system. 

The CuarrMan. Let me ask you a question. 

First, let me say I appreciate your further statement, and your 
giving us the benefit of your views. If I understand it, you and the 
Farm Credit Board, under your leadership, agree with regard to the 
bank for cooperatives. 

Mr. Fine. Yes, sir. 

The Cuarrman. And you agree that the surplus should go along 
with the stock, do you not ? 

Mr. Fine. Yes, sir. 

The Cuarrman. Did not Mr. Tootell agree with that view? 

Mr. Fine. Yes, sir. Mr. Tootell is an employee of this Board, 
and so are the rest of the Washington staff. 

The Bureau of the Budget have told the Washington staff that 
before this legislation which we presented to you would be acceptable, 
because we are in the executive branch of the Government, that the 
bill would have to be changed so that the reserves and surpluses of 
the Cooperative Bank would be involved, and that the Government 
would retain an interest in those on liquidation. Our Board did not 
compromise. We did not agree with that. We do not agree with 
it now. 

The Cuatrman. To simplify it: It means that the Bureau of the 
Budget is willing to sell the stock back, or to sell the stock to the 
cooperatives; not at the par value but rather at the book value? 

Mr. Fine. Yes,sir. To that we do not agree. 

The Cuatrman, You think that the original act never contem- 
plated that at all? 
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Mr. Five. No, we do not. We are not in accord with the views of 
the Bureau of the Budget in that respect. 

The Cuarrman, Is there any real controversy with regard to the 
sections of this bill that deal with the Bank for Cooperatives, other 
than that one? 

Mr. Frnz. No, sir; to my knowledge there has been no other ques- 
tion raised about the cooperative bank bill in the field. 

I believe we have complete support on that. The problem is with 
the Production Credit Corporation ; the fact that some of them wanted 
us to move faster and some of them wanted us to do nothing. We felt 
that it would be better to acquire the ownership of the corporation in 
line with the instructions from the Congress, and to come in with 
recommendations within 1 year as to how to get the Government 
capital out of the banks. They have made a recommendation to us 
on the cooperative bill that appears to be noncontroversial in the 
field. The production credit bill is not, as you will determine next 
week when you hold hearings—those who oppose it are about 100 
associations who feel that they ought to do nothing now, and about 
400 PCA’s think it would be perfectly all right to go ahead and take 
the first step, and permit the Federal Farm Credit Board to study 
the problem further and come in with a recommendation to Congress 
nae a year as to how the job can be done with respect to the credit 

anks, 

The Cuarrmman. Is your Board in agreement with regard to section 
2, dealing with PCA’s? 

Mr. Finer. Yes, sir. We think this is the best way of handling the 
situation. 

The Cuatrman. This is as far as you can go now? 

Mr. Fine. We will come back to your committee, we hope, within 
a year, after we can get the people in the field together, as to how we 
can accomplish getting the Government stock retired from the credit 
bank, and bring a proposal to this committee which is sound and 
which would be acceptable in the field. 

The Cuarman. Mr. McIntire? 

Mr. McIntire. From all of the testimony that I have listened to in 
the last couple of days, it seems to me that there has been close liaison 
between your Federal Farm Credit Board, the boards in the respective 
Farm Credit Districts, and the advisory committees of each Farm 
Credit Unit in the district. I certainly want to be on record as com- 
mending the whole organization for the very close liaison existing in 
working out the details in this bill. 

Mr. Five. Thank you, Congressman. 

The Cuatrman. We thark you very much. 

Mr. Poace. Mr. Chairman? 

The Cuarmman. Mr. Poage. 

Mr. Poage. I, too, want to express my appreciation for the work 
you folks have done. I think you have done a very intelligent and a 
very helpful job of trying to bring together some different opinions. 

I just wonder a little about this PCA matter. This is the one that 
gives me trouble in this bill. 

So far as I am concerned, I think that the bank for cooperatives 
matter is rather clear, in view of the precedents we have already es- 
tablished, unless we have a complete change in the precedents, it seems 
that we have to go along with what you originally recommended for 
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the bank for cooperatives, or we just have to cast out all of the prece- 
dents of the past, which I do not think we have an moral justification 
for doing. 

This question of the PCA’s if, as and when they are going to become 
privately owned, or when the financing is going to become privately 
owned, is a little different. I understand the associations are almost 
all privately owned now. When their discount agent is going to be- 
come privately owned seems to me to involve a lot of complications. 

I just wonder if there is not this possibility : Nobody has possibly 
given conscious thought to it, but is it not just human nature that 
when some of these PCA’s that are not very anxious to put any more 
money into this thing, anyhow, find that there is an opportunity to 
delay a little, they are going to take advantage of that opportunity to 
delay? We have had today two or three gentlemen tell us, 

Yes, we believe that we ought to buy both the bank and the corporation at 
the same time. That was the belief of our association. But we found that there 
was a majority of the people in the other parts of the country who did not want 
bee go in so heavy. Consequently we are now saying we do not want to go in so 

eavy. 

Is it not just human nature, that if you do not want to go in so heavy 
you will find some excuse for not doing so? Is it not the duty of this 
Congress to try to find some way of making these people assume that 
responsibility? Who else is going to ever make those people become 
the owners of those two institutions, the production credit corporations 
and the Bank for Cooperatives, unless this Congress makes them ? 

Mr. Fixe. Mr. Poage, in answer to your question the Federal Farm 
Credit Board under the act which you folks passed—and the farmers 
of this country are grateful for it—has direction, supervision and con- 
trol of the Farm Credit Administration. That is a big assignment. 

Mr. Poace. That is right. 

Mr. Fine. We believe once we have educated the people in the field 
that the job can be done and it can be done harmoniously, and it will 
mean that we can get them behind a bill, whereby we can retire the 
Government capital in the Federal intermediate credit bank. It is 
more complicated, however, as Congressman McIntire pointed out. 
In the Houston bank, the Berkeley bank, the Wichita bank, the Omaha 
bank, and other financing institutions—primarily cotton gins that do 
financing and the large livestock corporations—they do about 12 per- 
cent of the total volume of business of the intermediate credit bank, 
and 88 percent of the business in the credit bank is with the production 
credit associations. We must reconcile the differences with the other 
financial institutions. 

If you think you have heard some complaints at this point, you just 
wait until we try to take any of the discount privileges away from 
the other financing institutions. 

It is not an insurmountable problem. We have asked a little more 
time to work it out. We believe we can do the job. We think we can 
come in within a year with a program that will work just as good as 
this cooperative bill, if you will give us that time. 

First we think we should take this first step. Let the corporations 
retire the stock in the production credit corporation—that is the 
PCA’s. Let them pay for their own cost of supervision, and in the 
meantime we can continue to work on the problem as I have outlined 
earlier. 
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We are sending these studies to the 12 farm credit district boards. 
We want them to go into it and work at it. When we come back in 
July that is our order of business for the rest of this year; how to get 
credit bank business retired. 

Mr. Poacer. Mr. Fine, I can understand why you feel you are moving 
pretty rapidly, because your organization has not been in existence 
but a little over a year. But Mr. Cooley and I have been here a long 
time. I hope you will understand why we feel you are moving rather 
slowly, because we have been sitting here nearly 20 years. Mr. Cooley 
has been here more than 20 years, and I have been here nearly 20 
years. During that whole 20 years we have talked about this very 
thing. When I first sat down on that corner of this committee, the 
first day I was in here, they were talking about trying to get the 
Government capital out of this institution, and there has not been 
$1 of it gotten out yet. Nota dollar. 

That is the reason we feel you are moving slowly. You feel you 
have only been working on it for about 2 months, but we feel you 
have been working on it for 2 generations. 

Mr. Fine. Mr. Congressman, may I answer that in this way: I in 
no way want to be argumentative, but until the Farm Credit Act of 
1953 was passed those of us who use the farm credit system had no way 
to retire the capital stock. 

Mr. Poage. So far as that is concerned, it was for the same reason 
you are giving us now, because each year when this committee would 
consider some way of doing it the people came up and said, “We can- 
not get together; give us some time to look this thing over.” 

Is that not what we have had for 20 years? 

The CHatrman. He is only asking for 1 more year. Just 1 more 
year. 

Mr. Fine. I believe that several members of the Federal Farm 
Credit Board are here, and we are willing to take the responsibilit; 
of coming back to you within a year with a recommendation we think 
will be sound. We do not want to present a program to you that is 
not workable. We have accomplished what we think is something 
worthwhile, in the little more than 1 year we have had for the Fed- 
eral Farm Credit Board. 

Mr. Poace. I certainly want to give you credit for having done 
more in 1 year than has ever been done before. 

Mr. Fine. We think it is better to creep before you start running 
and falling down on your face. 

The production credit associations, in answer to your statement to 
the previous witness, started out with $90 million capital stock. They 
have retired that so that at the present time there is only $3 million 
invested in approximately 70 associations that have not retired all 
the Government stock. The remaining $28 million represents the 
capital stock in the corporations which is used to pay operating 
expenses. 

Mr. Poace. I certainly did not make myself clear in discussing that 
with the last witness. He said, 


We have been doing mighty well with having two supervisory agencies. 
I was saying, 


You have not been doing nearly as well, my friend, with two supervisory 
agencies, than those who have only had one have been doing, because those who 
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have only had one have retired all of this stock, and you have retired practically 
none of it. 
I was trying to tell him he was not doing as well, compared to the ones 
where they only had one supervisory agency. 

Mr. Fixe. If you have no other questions, Mr. Chairman, I appre- 


ciate this opportunity to make this additional statement to this 
committee. 


The Cuatrman. Mr. McIntire? 

Mr. McIntire. I only have one observation. I appreciate that the 
PCA’s use the Federal Intermediate Credit Bank to the extent of 88 
percent of its operations, and that the 12 percent is for the other 
agencies eligible to use the services. I certainly hope that in the con- 
sideration of the matter of the Government capital in the FICB’s that 
we will retain fully the services of the FICB’s to the other agencies and 
the PCA’s, because many of those are performing a real service ir 
field credit. 

T had an experience in the last year and a half of seeing agricultural 
credit corporations organized as the vehicle of a commercial bank, 
which will in all practical purposes constitute the agriculture depart- 
ment—in a figurative statement, the agricultural department—of a 
commercial bank, provided that the commercial bank, if it is the choice 
of the farmer to use the commercial bank, gives a far more constructive 
type of loan to the farmer than he has been able to get through the 
regular limitations of a commercial bank. I hope the Farm Credit 
Board will—and I have no reason to believe otherwise—will make 
every effort to retain the function of the FICB to the 12 percent. 

Mr. Fine. We are mindful of that. ‘I am sure that is one of the big 
hurdles we must accomplish to satisfy both the CPA’s and the OFT’s. 

Mr. McIntire. I might say that my area of the country is probably 
the only area, so far as I know, that has an agricultural credit associa- 
tion as a service arm of the national bank. I do not know of any other 
place in the country where that has been accomplished, and it has 
worked very well to perform services to farmers. 

The CHarman. We thank you for your appearance before the 
committee. The committee stands adjourned until 10 o’clock tomor- 
row morning. 

(Thereupon, at 4: 47 p. m., Thursday, May 19, 1955, an adjournment 
was taken until 10 a. m., Friday, May 20, 1955.) 
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TUESDAY, MAY 24, 1955 


HOUSE OF REPRESENTATIVES, 
COMMITTEE ON AGRICULTURE, 
Washington, D. C. 
The committee met pursuant to recess, at 10 a.m., in room 1310, 
Foe. Harold D. Cooley (chairman of the com- 


House Office Building, 
mittee) presiding. 

The CuarrmMan. The committee will please come to order. 

Before calling the first witness this morning, without objection I 
will ask that there be placed into the record a copy of a letter dated 
May 18, 1955, addressed to the chairman, from the Comptroller Gen- 
eral of the United States, concerning his views on H. R. 5168. 

(The letter referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., May 18, 1955. 
B-122174 
B-122295 
B-122297 


Hon. Haroitp D. Coo.ry, 
Chairman, Committee on Agriculture, 
House of Representatives. 

DeaR Mr. CHAIRMAN: We have had occasion to review the bill H. R. 5168, 
cited as the “Farm Credit Act of 1955.” This bill contains certain major pro- 
posals which, in our opinion are not in the best interests of the Government. 
Our comments are as follows: 


TITLE I—BANKS FOR COOPERATIVES 


The primary purpose of this title is to provide a long-range program for the 
retirement at par of Government capital in the Central Bank for Cooperatives 
and the regional banks for cooperatives, at which time such banks will become 
wholly privately owned. The method of accomplishing that purpose is similar 
to the proposals contained in S. 2543 and H. R. 6301, 80th Congress, and H. R. 
848, 81st Congress, none of which were enacted. The General Accounting Office 
was opposed to those bills and the objections at that time are completely valid 
in relation to the present proposal. 

The increasing of borrower participation in ownership of the Federal farm 
credit system to the end that the investment of the United States in the Central 
Bank for Cooperatives and the regional banks for’ cooperatives may be retired 
is the declared policy of the Congress, as stated in section 2 of the Farm Credit 
Act of 1953, Public Law 202, approved August 6, 1953, 67 Stat. 390. However, it 
is not believed that this policy means that complete ownership of the banks 
for cooperatives shall be vested in such banks upon a repayment of merely the 
Government’s capital as proposed in the instant legislation. The investment of 
the Government in the banks is much more than the amounts recorded on the 
books as Government capital, and it is only equitable that the Government 
should recover at least a pro rata share of the surplus if not all of its costs in 
the venture. 

The banks for cooperatives have received capital funds from the Government 
through a revolving fund established by the Agricultural Marketing Act, 46 Stat. 
14, as amended, 12 U. S. C. 11414, in the amount of $150 million as of June 30, 
1954. The Government has maintained an investment of 90 percent or more of 
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the aggregate capital stock of the banks, the remainder being held by borrowing 
cooperative associations. Since the Government has a large public debt, the 
supply of capital to the banks causes an interest cost which is paid out of appro- 
priations to the Treasury for interest on the public debt. The banks should 
reimburse the Treasury for this cost; otherwise, the special interests served 
by the banks would be subsidized without disclosure thereof, as to both the 
extent and nature of the true cost incurred. While precise estimates have not 
been made, the Government’s cost of funds invested in the capital stock of the 
banks from their inception to June 30, 1954, is estimated at about $64 million. 

Capital advances were made substantially in excess of the current needs and 
the excess was invested in United States securities and securities of certain 
wholly owned Government corporations upon which interest was paid to the 
banks. This investment income from the inception of the banks amounts to 
more than $30 million which is more than 40 percent of the surplus. 

Moreover, the banks were enabled to accumulate their surplus more rapidly 
because they have not been subject to income taxes, and have not been required 
by law to pay for certain services and benefits furnished by the Government 
without cost to them. Such services and benefits include a share of the cost 
of retirement, disability, and compensation benefits applicable to employees of 
the banks; legal services supplied by the Department of Agriculture; certain 
franking privileges; office space in Washington; and other miscellaneous Gov- 
ernment services. 

The surplus (including reserves) amounted to $78,376,569 as of June 30, 1954, 
representing reported net income from lending operations amounting to 
$46,388,615 and interest and profits on investments in securities amounting to 
$33,154,788, less a franchise tax imposed by the Farm Credit Act of 1953 in the 
amount of $1,166,834. It is obvious that had the banks been required to pay the 
full cost of their operations, their accumulated earnings would have been rela- 
tively insignificant. The banks should pay all costs incurred by the Government 
for the benefit of activities conducted by them, particularly in view of the fact 
that the banks are intended to become privately owned. Only in this way can 
the costs of the lending activities be fully disclosed and the adequacy of the in- 
terest rates to borrowers measured. The Congress can then control the extent 
and nature of the subsidies, if any, to be provided by the Government. 

Despite the circumstances attending the accumulation of surplus and reserves 
amounting to about $78 million, the proposed title would hand over this amount 
to private interests without any compensation whatever to the Government. 
In addition to this proposed gift, the purchasers would be permitted to repay 
the Government’s capital of $150 million over a period estimated at from 20 
to 30 years without any assurance of adequate compensation for the amount 
deferred. The so-called franchise tax can never exceed annually an amount 
calculated at a rate equal to the computed average annual rate of interest on 
certain public obligations, and it may be less than this rate because it is payable 
only on net earnings as defined in the bill. 

Also, the proposed title provides that funds from the retirement of Govern- 
ment capital shall be paid into the agricultural marketing revolving fund which 
has a present balance of about $35 million, and be available for the purchase 
of class A stock in the banks; also, that any investment of the Government in 
the banks would be evidenced by nonvoting class A stock on which no dividends 
would be paid. The Government is thus required to keep funds available 
without cost for further capital investment if and when the capital is needed 
by the banks. 

The bill would repeal all salary limitations relating to directors, officers, 
or employees of the banks, the production credit corporations and the production 
eredit associations. This appears highly undesirable so long as the Government 
is involved, or may become involved through the use of the revolving fund. 

For the reasons stated, we believe that enactment of title I of the bill would 
not be in the best interests of the United States. 


TITLE II—PRODUCTION CREDIT SYSTEM 


Production credit corporations 

We have recommended in our annual reports on the audit of corporations 
of the Farm Credit Administration for the fiscal years 1952 and 1953 (H. Doce. 
165 and 472, 88d Cong.) that the production credit corporations be abolished 
and that the production credit associations pay the cost of their supervision 
which is now being paid by the production credit corporations. Those recom- 
mendations still represent the views of this Office. 
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As indicated in those reports, the functions of these corporations can be dis- 
tributed appropriately among other constituent units or agencies of the Farm 
Credit Administration, and the abolishment of the corporations would result in 
worthwhile improvements, including simplification of the organizational struc- 
ture of the production credit system, establishment of regular appropriation 
procedure for any expense of supervision to be paid by the Government, reduc- 
tion of the number of officers at an executive salary level and return to the 
United States Treasury of the Government’s investment in these corporations, 
amounting to $42,400,000 at June 30, 1954, excluding the investment of $3,600,- 
000 in the production credit asociations. Also, it is believed that the production 
credit system, assisted by the Federal Government since 1933, has now become 
firmly established and should be more nearly self-supporting and that the su- 
pervision of the associations is a form of direct service, the cost of which 
should be borne by the associations. 

The effect of this proposed title would be to give the entire surplus of these 
corporations to the production credit associations. These corporations are 
wholly Government-owned and the General Accounting Office is not aware of 
any reason or necessity for turning over the entire assets of the corporations, 
with the exception of the Government’s capital stock at par, to the production 
credit associations which are privately owned. This represents a purely camou- 
flaged gift of public funds to a class of private citizens. The General Account- 
ing Office is strongly opposed to any concealed subsidies for private interests. 

Provision is made for the retirement of the Government’s stock over a 10- 
year period. This means that for 10 more years the Government will finance 
these corporations with no compensation for the funds invested or other indi- 
rect costs. The revolving fund established by section 5 of the Farm Credit 
Act of 1933 (12 U. S. C. 11311), would continue to be available for the purchase of 
stock of the corporations. In some cases, the production credit associations 
would be using Government funds which they have obtained from the Govern- 
ment-owned production credit corporations to purchase the class B stock of the 
production credit corporations as proposed in this title. 

It may be noted here that the bill also proposes repeal of the salary limita- 
tions relating to directors, officers, or employees of the production credit corpo- 
rations. 


Production credit associations 


There is one aspect of this proposed title to which the General Accounting 
Office fels required to object. Section 22 of the Farm Credit Act of 1983 (Pub- 
lic Law 75, 73d Cong., 48 Stat. 261 (12 U. S. C. 1131f) ), would be amended so that 
the guaranty fund reserve and the reserve account for bad and doubtful debts 
of each production credit association would be transferred to the surplus 
account; the minimum amount of the surplus accounts would be prescribed by 
the production credit corporation, and the asociation would be permitted to pay 
dividends up to 7 percent annually when approved by the related production 
credit corporation and “consistent with policies established by the Farm Credit 
Administration.” The Government has very substantially assisted the produc- 
tion credit associations since their creation in 1933. Substantial amounts of 
capital have been furnished, ranging from $90 million in 1934 to $3,600,000 in 
1954, and the production credit corporations have not been reimbursed for their 
expense of supervising the associations ($1,600,000 in 1954). The production 
credit associations have paid nothing for the use of Government capital except 
dividends on class A stock owned by the production credit corporations, these 
dividends having amounted to only $604,000 since the creation of the associa- 
tions in 1933. The cost to the Government of these funds is estimated at about 
$20 million, calculated at a simple interest rate of 2 percent annually. 

Surplus and surplus reserves of the production credit associations amounted 
to $90,829,980 at June 30, 1954, which was accumulated through the assistance 
of the Government. The proposed title would make available this entire accu- 
mulation for the payment of dividends up to 7 percent annually, if apnroved 
by the production credit corporations and “consistent with policies established 
by Farm Credit Administration.” 

As stated in the annual reports on audit of corporations of the Farm Credit 
Administration for the fiscal years 1952 and 1953, the General Accounting Office 
feels that the production credit associations should pay the costs of their super- 
vision by the production credit corporations, which costs are now borne by such 
production credit corporations. There is presently no assurance that the Gov- 
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ernment would be reimbursed for its cost of the capital furnished the production 
credit associations through the production credit corporations nor that the 
Government will be relieved of the cost of supervising the associations now 
being paid by the production credit corporations. 

It may also be noted here that the limitation on salaries of directors, offi- 
cers, or employees of the production credit associations is proposed to be 
repealed by section 110 of the bill. 

Accordingly, it appears that reasonable statutory restrictions should be imposed 
upon the payment of dividends until (1) the Government capital has been repaid, 
(2) the associations are paying all expenses applicable to their operations, and 
(3) the Government has no obligation to subscribe for the purchase of stock 
of the associations. The General Accounting Office is not in favor of the bill 
in its present form. 

While it is encouraging to note that under the bill the production credit asso- 
ciations are expected eventually to pay for the cost of their supervision, it is 
not apparent why they cannot assume such costs immediately rather than pro- 
gressively over a 10-year period or, under specified conditions, a 13-year period, 
as proposed. In the aggregate, their investments in Government bonds at June 
80, 1954, amounted to $130 million. Many of them are wholly owned by their 
members and several of them are paying dividends. They thus appear to be 
financially able to pay such expenses. 

It is the view of the General Accounting Office that the production credit cor- 
porations should be abolished, that the entire production credit system should be 
more nearly self-supporting, and that all subsidies for the system should be 
brought out into the open rather than be reflected as interest on the public debt 
and in other indirect ways. Accordingly, this Office does not favor this proposed 
legislation. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 
The CHarMan. I understand that we have about six gentlemen who 
want to appear this morning and who have to catch a plane shortly 
after noon. I would like very much to accommodate all of you. If 


all of you are to be heard, obviously, you have to take that into con- 
sideration in presenting your views to the committee. I have the 
names here of the gentlemen who have planned to leave on a plane 
about 1 o’clock. 

Mr. Larson. Mr. Chairman, I have to leave by 2 o’clock. I will not 
be too long, I am sure. 

The CHatrman. Mr. Larson, if it is all right with you, I will call 
these other gentlemen first, and then we will move along as rapidly 
as we can. 

The first witness will be Mr. Phil H. Lane. 

Mr. Lane, how long do you think it will take you to present your 
statement ? 

Mr. Lane. Mr. Chairman, the opponents ofthis bill have tried to 
arrange this thing so that there will be very little repetition. Mr. 
Canning and I, with your permission, would like to testify together. 
Our testimony will be more in detail than any of the rest of them. 
So it will take us longer than anyone else. But we are going to 
streamline it as much as we can. 

The Cuarrman. We shall be very glad to have you and Mr. Canning 
testify tegether. You have a prepared statement ? 

Mr. Lane. Yes, sir. But we are going to streamline it. 

The Cuatrman. You may file this statement for the record or pro- 
ceed with it just as you desire. 
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STATEMENTS OF J. R. CANNING, PRESIDENT, TEXAS PRODUCTION 
CREDIT ASSOCIATION, SAN ANGELO, TEX.; AND PHIL H. LANE, 
SECRETARY-TREASURER, TEXAS PRODUCTION CREDIT ASSOCIA- 
TION, SAN ANGELO, TEX. 


Mr. McIntire. I have a telegram, Mr. Chairman, from the Ameri- 
can Rice Growers Cooperative Association, which they ask to be made 
a part of the record of the proponents. I ask unanimous consent that 
it be included in the record. 

The CHarrMan. Without objection it will be included. 

(Telegram referred to follows :) 

LAKE CHARLES, LA., May 12, 1955. 
Hon. CLirrorp G. McINTIRE, 
United States House of Representatives, Washington, D. C.: 

Am advised of your appointment to a subcommittee to hear testimony re farm 
credit legislation. Our 16 member cooperative associations and their members 
in Louisiana and Texas have been actively interested in securing enabling legis- 
lation permitting purchase and ownership by borrowers of banks for cooperatives 
for several years. We urge your support of this badly needed legislation. 

GrorcE B. Barr, 
Secretary, American Rice Growers Cooperative Association. 

Mr. Poagr. I also have a telegram from Mr. P. 8. King, president, 
Austin Production Credit Association. 

The Cuarrman. Without objection, it will be included in the record. 

(The telegram referred to follows :) 

AusTIN, Tex., May 23, 1955. 
W. R. Poage, 
Vice Chairman, Committee on Agriculture, 
House of Representatives: 

Please count our association representing some 600 farmer members in our 9 
county area as being emphatically opposed to section 201, title 2 as introduced in 
H. R. 5168 now pending in Congress. We petition the Congress to grant us an 


additional year to get more suitable legislation worked out that will be ac- 
ceptable to all PCA’s. 


P. S. Kine, 
President, Austin Production Credit Association. 


Mr. Garuines. And I have some telegrams, Mr. Chairman, which 
T would like to have placed into the record. 


The Cuamman. Without objection, they may be inserted in the 
record, 


(Telegrams referred to follows :) 


SruTreéart, ArkK., May 17, 1955. 
Hon, BE. C, GATHINGS, 
House Office Building, 
Washington, D. C.: 


We would appreciate your support of H. R. 5168 as amended to avoid Govern- 
ment participation in surplus in event of liquidation of bank for cooperatives. 


H. M. ALDERSON, 
Producers Rice Mill, Ine. 


Srurreart, ArK., May 17, 1956. 
Congressman E. C; GATHINGS, 
Member House Committee on Agriculture, 
House Office Building, Washington, D. C.: 
This organization composed of over 4,000 farmers urges your active support of 
H. R. 5168 amended to avoid Government participation in surplus in event of 
liquidation of bank for cooperatives. 


THE ARKANSAS RICE GROWERS CO-OP ASSOCIATION, 
By L. C. Carter, General Manager. 
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Forrest Cirry, ArK., May 17, 1955. 
Hon. EB. C. GATHINGS, 
House Office Building, 
Washington, D. C.: 
We are very interested in the passage of bill H. R. 5168, Please do what you 
can for us. 


EDWARD HArkIs, 
Secretary St. Francis County Farm Bureau. 


Forrest Crry, ArK,, May 17, 1955. 
Hon. B. C. GATHINGS, 
House Office Building, 
Washington, D. C.: 


We are very interested in the passage of bill H. R. 5168. Please do what you 
ean for us. 


EDWARD HARRIS, 
Secretary-Treasurer NFLA of Forrest city. 


HELENA, ARK., May 18, 1955. 
Hon. E. C. GATHINGS, 
Representative, House of Representatives, 
Washington, D. C.: 


Reference House bill H. R. 5186 urge your support of bill amended to avoid 
Government participation in surplus in event of liquidation of cooperate banks. 
Thanks. 

Jor Brapy, 
Helena Cotton Oil Co. 


OscEoLa, ARK., May 19, 1955. 
Hon. BE. C. GATHINGS, 
House Office Building, 
Washington, D. C.: 


Urge favorable consideration H. R. 5168. With provision cooperative banks 
not lose present surpluses in event of liquidation. 
D. 8. LANry. 


OscroLa, ARK., May 19, 1955. 
Hon. E. C. GATHINGS, 
House Office Building, 
Washington, D. C.: 


Interested in passage H. R. 5168. Provided cooperative banks not lose surpluses 
in event of liquidation. 

R. ©. Bryan. 

The Cramman. Mr. Lane, we shall be glad to hear you and Mr. 
Canning now. 

Mr. Lanz. I will ask Mr. Canning to proceed with the statement. 

Mr. Canninea. My name is J. R. Canning. I have been a director 
of the Texas Production Credit Association, San Angelo, Tex., for 
over 16 years, and president for 6 years. I have been a member since 
1935. I deeply appreciate the opportunity to appear before the com- 
mittee to express our views on this important subject affecting short- 
term agricultural credit. I apologize for the length of this brief, but 
I will attempt to hit mostly the high spots and conserve the time for 
the committee. 

I am here in behalf of the ranchers and farmers who own the pro- 
duction credit associations of the 10th Farm Credit District. 22 of 
the 36 associations in Texas have expressed their opposition to H. R. 
5168, and I am unofficially representing many other associations over 
the Nation who have written us stating their opposition and concern 
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to thé proposed legislation, known as the Farm Credit Act of 1955, 
insofar as it pertains to the production credit system. This opposi- 
tion is evident in every farm credit district in the Nation. 

I am here to oppose the enactment of title II of H. R. 5168 because, 
in our opinion, it is very dangerous to the welfare and stability of 
the production credit associations, and jeopardizes the credit now 
afforded ranchers and farmers over the Nation. 

I shall point out specific objections later but, first, let me say that 
the production credit system has meant much to farmers of the Nation, 
and, in my opinion, has done a most remarkable job of furnishing a 
credit home to farmers. 

It has certainly played a large part in furnishing sound credit, 
toward stabilizing commodity prices, and assisting the farmer in 
maintaining a sound economy. The drought-stricken areas could not 
have survived except with this dependable credit. We do not want 
anything done to tear down this system of farm credit. 

Congress made a fine step in enacting the Farm Credit Act of 1953, 
and that act’s preliminary statement, “An Act to increase farmer par- 
ticipation in ownership and control of the Federal Farm Credit 
System” is commendable . We would not change the Federal Farm 
Credit Board provided for therein, or the manner in which they have 
selected. We believe farmers have proven themselves capable of own- 
ing and controlling their own credit system. 

Almost all of the associations over the Nation have paid back all 
of the original Government capital, and those few who have not done 
so have lhe to retire the remaining Government capital in the near 
future. 

H. R. 5168 states that it is a bill to provide for retirement of Govern- 
ment capital in certain institutions operating under the supervision 
of the Farm Credit Administration; to increase borrower participa- 
tion in the management and control of the Federal Farm Credit 
System; and for other purposes. 

I believe I can prove to you, gentlemen, that this bill takes control 
away from farmers on the grassroots level and, instead, vests it mainly 
in the hands of a seven-man district Farm Credit Board and/or 
Production Credit Corporation officials. Instead of putting the con- 
trol in the hands of the farmers who own the associations, they con- 
tralize authority at the district and Washington levels. 

My remarks will be confined to title II of the bill as it refers to the 
Production Credit System, as that is the part on which I have greater 
knowledge and o— I make no recommendations on title I or 
title ITI of this bill. 

Section 2 of the Farm Credit Act of 1953 provides: 


The Federal Farm Credit Board hereinafter provided for shall within one year 
after appointment make recommendations to the Congress of means, supplemental 
to those provided by this Act, of carrying into effect such declared policy, includ- 
ing, but not limited to, means of increasing borrower participation in ownership 
of the Federal Farm Credit System te the end that the investment of the United 
States in the Federal intermediate credit banks, Production Credit Corporations, 
Central Bank for Cooperatives, and Regional Banks for Cooperatives may be 


This is and always has been our objective, but we find now that 1 year 
does not provide sufficient time to assemble ideas from all over the 
Nation and assemble these ideas into suitable legislation within a 12- 
month period. It took nearly 7 years for the Farm Credit Act of 1953 





130 FARM CREDIT ACT OF 1955 


tocome toa reality. Why rush a bill through in 1 year without giving 
it plenty of study ¢ 

We believe the owners of Production Credit, the farmers themselves, 
should be allowed to express their opinions. It is their investment 
and their credit thatris affected. 

The Federal Board is not complying with the Farm Credit Act of 
1953 in that they have provided for the retirement of Government 
capital in the PCC and have not provided for the retirement of Gov- 
ernment capital in the FICB. 

It is not sound business for the farmers to buy a burdensome expense 
account without also getting the income producer at the same time. 

This mandate of Congress has been sidestepped, in part, by the 
Federal Board in asking for delay in proposals for the FICB; why 

‘annot both provisions be delayed until the entire purpose is accom- 
plished ? 

It may seem odd to you that the Federal Farm Credit Board and the 
National Advisory Committee recommend this legislation, in view 
of so much opposition over the Nation. We know that the grassroots 
have not been able to study this legislation and a lot of them are just 
beginning to make a study of it. A lot of the associations have re- 
versed their opinions on what they really wanted. We have evidence 
of that. We know of no instance where the membership of the asso- 
ciations have had an opportunity to study this legislation which affects 
them so adversely. 

The men on our Federal Farm Credit Board are highly esteemed. 
We do not believe that they were aware of the method used in promot- 
ing this legislation. 

As you gentlemen know, the General Accounting Office has recom- 
mended Production Credit Corporations be abolished as no longer 
necessary in the Production Credit System. The Hoover Commission 
has also recommended the elimination of the Production Credit Corpo- 
ration as an unnecessary organization. 

William I. Myers, first Governor of the Farm Credit Administra- 
tion, and now dean of the New York State College of Agriculture, 
Cornell University, recently wrote: 

Unfortunately for me, my time has been so fully occupied with regular duties 
and services on the National Agricultural Advisory Commission that I have not 
bad a chance to follow farm credit legislation closely. We devised the Produc- 
tion Credit Corporations in order to provide capital and supervision of Produc- 
tion Credit Associations during their early years of operation. Most of the 
PCA’s have paid back their Government capital and the others are planning to 
do so as soon as possible. It makes sense to me, therefore, to begin the orderly 
liquidation of the Production Credit Corporations, returning capital not needed 
to the revolving fun in the Treasury so it could be recovered in case it were 
needed during a severe depression or other emergency. 

In a national system of PCA’s, some method of supervision, as well as of 
rigid examination, is necessary and should be paid for by the PCA’s. I have 
felt that the supervisory work could be done by the intermediate credit banks 
on.a more efficient basis than at present and have the major part of the cost 
taken care of from margins on loans discounted at the credit bank. Some men 
in the system feel, however, that it is unwise to entrust the supervision of PCA’s 
to the intermediate credit banks because of a possible danger of too rigid control. 

I do not know how it will come out, but naturally I think my idea is better 


than the one that is being followed in the legislation proposed at the present 
time. 

I presume you have already been in touch with the officers of the Farm Credit 
Administration of Houston and presented your ideas on this problem to them. 
Of course, the national organization of PCA’s should also be helpful in making 
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desirable amendments to the legislation now in Congress. Then, too, we have 
the National Farm Credit Board which would give careful consideration to sug- 
gestions made by officials and directors of the PCA’s. I am enclosing a brief 
summary of this legislation taken from the weekly letter of the National Council 
of Farmer Cooperatives. 

The above is Mr. Myers’ thinking. He is well informed on Farm 
Credit Administration matters and helped write the original Farm 
Credit Act. 

We believe this means the elaborate setup, with the correspondingly 
high expenses, could be abolished without injury to any of the asso- 
ciations. We recognize that some of the corporation’s functions, such 
as advising on public relations, schooling directors, holding group di- 
rectors’ meetings, having territorial jurisdiction over associations, ap- 
proving loans to directors and for excess loans, are advantageous. 
Kut these advantages are hardly worth the $130,000 to $182,000 « annual 
expense of each corporation. And, these duties ‘could be performed by 
the FICB with very little additional expense to them, and no addi- 
tional expense to the farmer-user of the credit. 

Aconeding to statistics, it would have required about 27 percent of 
the net earnings of all the associations in the Nation to pay for this 
supervision in 1954. It is estimated that it has cost better than $50 
million in the past 21 years to operate the production credit corpora- 
tions. This is about 55 percent of the accumulated surpluses and re- 
serves of all the 498 associations in the country. This legislation 
would increase and perpetuate such an excessively expensive system. 

The original purpose of the Production Credit Corporation was to 

capitalize production credit associations and train personnel. No 
longer are they needed for capital, and after 21 years of experience, 
the personnel and directors should be considered capable of directing 
the PCA’s. 

Federal land banks supervise the national farm loan associations 
and also are the NFLA’s source of credit. The NFLA’s are not as- 
sessed for the administrative expenses of the FLB. As a matter of 
fact, the capital stock of the FLB owned by the NFLA’s earns 
dividends. 

National banks are required to buy stock in the Federal Reserve 
Bank in order to obtain the credit facilities from the Federal Reserve 
System, but are not assessed in any manner by the Federal Reserve 
banks for their expenses. In fact, their stock earns 6 percent divi- 
dends. National banks are under the direct supervision of the Comp- 
troller of the Currency, but the only cost of this supervision to the 
banks is for examinations. 

One of our local banks just had an examination completed. Seven 
examiners spent 5 or 6 days making the examination. The bank has 
a paid-in capital of $400,000, a surplus of $600,000, deposits of $25 
million, and loans outstanding of $6,800,000, and the total cost of 
the examination was little over $900. Total assets of the three na- 
tional banks in our city are about $60 million; our total assets are 
less than $4 million. Yet under H. R. 5168, we will pay more than 
all three banks, and our assets are one-fifteenth of theirs. 

I make that comparison, gentlemen, in order to show that we must 
have a situation comparable to the banks. We feel that the produc- 
tion credit system is necessary, and performs a necessary function 
for the farmers and ranch men. If we are discriminated against 
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under this law, and put in a position where we cannot offer credit 
to the farmers on a more or less competitive basis, we feel that the 
production credit associations would eventually have to go out of 
business. 

We do not object to supervision, but the assessment for it should 
not be out of line with other lending institutions. 

For instance, national banks pay from 3 to 31% cents per $1,000 
of assets for each examination, with a $75 minimum, which includes 
all costs of supervision. Last year, our PCA paid 23 cents per $1,000 
of assets for our examination. Under H. R. 5168, in which we are 
required to assume corporation expense and some Washington ex- 
pense, we would pay at least $1.27 per $1,000 of assets. 

H. R. 5168 perpetuates the Production Credit Corporation as a 
supervisory institution, and gives it power of assessment over the 
associations for both capital stock subscriptions and expense budget. 
For many years, the associations have paid the expense of examina- 
tions, similar to national banks, except at a higher rate. 

You will note that neither of the two aforementioned financing 
institutions are paying for their supervisory expense, other than that 
included in examination fees, and, therefore, it is considered dis- 
criminatory to include this provision in this bill for associations. 

It is also noted that the Comptroller of the Currency sets up a 

specific charge schedule so that all banks pay in direct proportion 
to its assets. H. R. 5168 authorizes corporations to allocate expense 
to associations— 
in such manner and amounts as shall be determined by the Board of Directors 
of the Corporation. 
This would lead to a soak the rich policy, as many associations do 
not make enough net earnings to pay their prorata part of corpora- 
tion expense. ‘The average annual expense of the 10th FCA District 
Corporation is about $5,000 per association, including examination 
fees. That expense must be paid by the associations. 

Does Congress intend to pass a law that penalizes well managed 
associations ¢ 

This may make it necessary to raise the interest rates to the farmer 
users. When they are shackled with an added expense of this nature, 
while banks and other leading institutions do not have such com- 
pulsory added expenses of supervision, we cannot compete with them, 
and Congress will have passed a law, which may force the production 
credit system out of business. 

We have other objections to H. R. 5168, and I will ask Mr. Lane 
to state those objections. 

The Cuarmman, Very well, Mr. Lane. We shall be glad to hear 
you. 

: Mr. Lane. Thank you, Mr. Chairman and gentlemen. I am Phil 
H. Lane, secretary-treasurer of the Texas Production Credit Asso- 
ciation. 

A large number of associations over the United States have written 
me and have been in touch with me. Many have given me authority 
to speak for them. 

I think the proposal itself speaks for itself, and I should like to go 
into a few details here. I will certainly be glad for any of you to ask 
me any questions, and I will try to answer them for you as I go along. 
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Quoting from the bill— 


Each production credit corporation shall from time to time determine the amount 
of its class B stock which shall be subscribed to and purchased by the production 
credit association of the district. 

It is stated that no dividend shall be paid on this subscription. That 
is a little bit different from part of our competition from the national 
banks in that the stock that they buy from the Federal Reserve banks 
returns them a 6 percent return, whereas in this bill, our stock shall 
earn no income whatever from it. 

Only the minimum amount of subscription is provided for in these 
bills, and, therefore, the corporation can force the associations to use 
all or any part of the associations’ capital to buy corporation capital. 
This money invested will be noninterest bearing and earns no divi- 
dends; therefore, takes this amount of earnings away from the asso- 
ciations. 

There is no limit, except a minimum limit, of how much the corpora- 
tions can force all the associations to invest in capital. It even goes so 
far as to say, in this law, that annually the corporation can decide that 
an association has to invest more money in it. We could not plan our 
operations. We have a capital structure to go by, we are limited in our 
loans.on account of this capital. If some other outside body could take 
any amount of capital away from us, we could not plan our business. 
It is just not sound business to permit a thing of that kind. 

Quoting from the law again: 

The subscription to such stock by the associations shall be allocated by the 


corporations upon an equitable basis, and the amounts of subscriptions and 
purchases of such stock by the associations may be adjusted annually. 


I just made that point, but that is spelled out in the law, that we 
have no control whatsoever of how much capital stock we will have to 
invest in that. It is purely left us to the corporation. We do not 

d 


think they would do it, but they could, according to this proposal, take 
every bit of our capital away from us, and, of course, control us from 
a higher level. That is the thing we are afraid of. 

Quoting again: 

Expenses-of each production credit corporation shall be allocated in such 
manner and amounts as shall be determined by the board of directors of the 
corporation, and shall be paid by the production credit associations of the 
district. 

The corporation not only will have control of our capital, but can 
assess us for their expenses as well as those of the Farm Credit Admin- 
istration at Washington. We will have no control of the budget of 
either, other than two-sevenths representation on the board. We elect 
2 men of a 7-man board. We have no safeguard on how much that 
corporation expense will be. As Mr. Canning pointed out, they average 
from $130,000 to over $180,000 per corporation. 

As was brought out by a witness before the Senate the other day who 
had to go back home to South Carolina, the large majority of his asso- 
ciations in his district have not made the amount of money that would 
be necessary for them to put up to meet this assessment of the corpora- 
tion. 

Quoting from the law again: 


The board of directors of production credit corporations may, because of 
adverse conditions in the district, defer in whole or in part the amounts which 
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otherwise would be paid by the production credit associations under subsection 
(b) of this section in any year. 

Subsection (b) is that part which provides for their power of assess- 
ment for expenses. We are wondering, and we have no other inter- 
pretation for this, if this would give the corporation the right, in the 
case of some association not being able to meet their expenses on ac- 
count of a weak condition, and since those expenses have to be paid 
for, have to come from some source, either directly or indirectly, to 
assess the other associations who would have to pay that expense. 

So, again, we have no way of planning our business under this pro- 
posal. If we do not know how much capital we are going to have to 
operate on, if we do not know how much money we are going to be 
assessed outside of our own business, we just cannot operate efficiently. 
In fact, we could not operate at all, except on a hit-or-miss manner. 
Quoting again: 


Each production credit association shall, under such rules and regulations 
as may be prescribed by the production credit corporation of the district, with 
the approval of the Farm Credit Administration, invest its funds and make 
loans to farmers for general agricultural purposes. Such loans shall be made 
on such terms and conditions, at such rates of interest, and with such security 
as may be prescribed by the corporation. 


This completes absolute authority. They have authority over our 
capital, can assess us for expenses, and by rules prescribed by them 
control or investments, our interest rates, our loan policies and our 
collateral requirements. Still the beginning statement of this pro- 
posal said it is to increase borrower participation. It seems to me that 
it takes control away from the board of directors elected by the 
farmers who own this thing, who have put up their money to build 
a credit home for themselves and, by these steps that I have quoted 
here, it absolutely does the reverse. 


Then, in this prepared statement, we are quoting another part of 
the law: 


No borrower shall be indebted to the association at any one time in an amount 
in excess of 15 percent of the capital and surplus of the association unless the 
loan has the prior approval of the corporation, or in excess of 35 percent of 
the capital and surplus of the association unless the loan has the prior approval 
of the Farm Credit Administration. 


We are presently operating under two forms of excess loan. One 
is a 20 percent excess loan which requires the prior approval at the 
district level, and the 50 percent excess loan which requires the prior 
approval at the Washington level. We think this is a safeguard that 
we have been operating under all along, and we think it is sound. 
We place this objection into these minutes because it appeared to us 
that unless some other things were done, lowering this excess rate 
merely adds a little bit more authority at the district and Washington 
levels. 

However, there are some amendments in this bill, title 202, 203, 
204, and 206—this happens to be 205—that if those are enacted it 
would not change the dollar volume of this and, consequently, we 
would not object to it at all. For a matter of the records, I might say 
that if these 202 through 206 sections are approved by you gentle- 
men, then we would want 205. Unless those are approved, we would 
certainly be against 205 also. 

Mr. Poace. May I interrupt you for a moment there? 
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The next title to this bill relates to the land banks, title III. In the 
Jand banks, they do exactly the reverse. They remove all these re- 
strictions, and say that the land banks can make loans up to $200,000, 
where they are now limited to $100,000, and they can make them with- 
out sending them in for any approval. They make them on the spot, 
The local association makes them, and they do not have to go to 
anybody for review. 

In the past, if a loan was over $25,000, it had to go in for review. 
I do not understand why we should apply the one treatment to the 
land banks and a completely reverse treatment to the PCA’s. 

The Cuarrman,. The land banks have paid out and the PCA’s have 
not paid out. 

Mr. Poage. This bill contemplates the PCA’s will pay out. That 
is exactly what this is contemplating, and as they pay out, they will 
have less authority than today. The more they pay out, the less they 
have to do with running their affairs; is that not right? 

Mr. Lane. That is my interpretation; yes, sir. Of course, I will 
say this, the farmers themselves, Mr. Cooley, have paid out. 

Mr. Poacer. But. this bill contemeplates you are going to buy this 
production credit corporation, and when you buy it you are not going 
to have the local authority that you have today. 

Mr, Lane. That is correct. Except for this one thing, I would like 
to make this clear, this section 205 that I am just quoting from on 
this excess-loan item, actually does not change the dollar volume of 
excess loans. It leaves it as it is, provided that 202 and 203 are passed. 
So if these other sections, 202 through 206 are enacted into law, then 
the lowering of this excess-loan percentage, actually would not change 
the dollar volume for this reason: One of these amendments, and I be- 
lieve it is 203, changes the manner in which we shall allocate our 
surplus accounts Today, we have a guaranty fund reserve as well as 
another reserve or two, and our excess loans are based strictly on 
the paid-in capital, plus guaranty fund reserve. If they eliminate 
the guaranty fund reserve and throw it into our reserve for contin- 
gencies, and base our excess on the total of the two, then the 35 per- 
cent would be the same dollar volume of loans as the old 50 percent. 

Have I made that clear? 

But you are certainly correct. All the way through, the law takes 
away borrower participation and ownership, it takes it out of the 
hands of the people who own this system or who will own it, and puts 
it into higher levels of both the district and Washington levels. 

Are there any other questions about those provisions there? J have 
quoted them from the law. 

Mr. McInrire. In following your references to 202 and 203, I think 
there should be a correction made on the record that you were refer- 
ring mostly to 204. 

r. Lane. Is is 204? Well, thank you, Congressman. I did not 
have that law. 

Mr. McIntme. I just thought that the record might want to show 
that. 

Mr. Lane. 204 is the one that has to do with the reserves? Well, 
thank you, sir; it is 204, then. If 204 is enacted, then we would have 
no objection to changing percentages for these excess loans. 

Mr. McIntme. Mr. Chairman, might I ask one further question ? 

The Cuatrman. Yes, Mr. McIntire. 
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Mr. McIntire. Mr. Lane, do I understand correctly that your posi- 
tion is not so much that you are being denied opportunity to partici- 
pate in setting policy and so forth as of now, but your point is that 
in acquiring the corporation, you are not gaining over and above what 
you already have in the way of rights and privileges in the 
management ? 

Mr. Lane. Congressman McIntire, we are not only not gaining by 
buying the system and retiring the Government’s capital, we are losing 
ground. 

Mr. McIntire. In what respect are you losing from the present 
relationship. with the corporation ? 

Mr. Lane. Well, as I stated here, we do have control over our capi- 
tal stock as it is now. When I say, “we” I am saying the barrowers 
and stockholders, because I am also a stockholder at our association. 
We do have control of that capital stock. 

Mr. MocIntiee. In what regard? 

Mr. Lane. Well, we own it, outright. If there are any decisions 
to be made, we make them through the elected board of directors. 
Well, I will say this. No one undcr the present law could tell us that 
“We want part of your capital structure,” and force us to destroy 
our capital in part and invest it in some other business. They just 
do not have that authority. But, under this law, they have absolute 
authority to take our capital, to force us to lower our capital structure 
in order to invest it, if we are careful how we use the word investment 
because it does not yield any return, in any amounts. If we have 
$100,000 in capital, and they saw fit, they could take half of it or 


even all of it, under this law. I do not think they would do that. 


I know the present board would not do it. They are honorable men. 
But we do not want the board to provide in the future that possibility 
for anyone to have control over our capital stock. 

There is another thing, sir. From the standpoint of expenses, we 
write our own checks. There is nobody that has authority to write 
acheck,sotospeak. But under this bill we have no way of preventing 
them from forcing us to pay their expenses. So, since this bill pro- 
vides for it, we certainly are losing ground in borrower participation. 

The CHarrMan. Do you agree with this figure in the joint statement, 
that it would cost 27 percent of the net earnings of all the associations 
in the Nation to pay for the supervision ? 

Mr. Lane. In 1954, sir, the total net reserves of all the 498 asso- 
ciations in America earned approximately $7,600,000. The exact 
figure would bear confirmation. 

The cost of all of PCC corporations in America was $1,700,000, 
which is 27 percent of the total net earnings of all the associations in 
1954. Had this law already been enacted and we were paying all the 
expenses of the Corporation, 27 percent of the net earnings of all of 
the associations in America ound have gone for supervisory expense. 

we CratrMaNn. How much was actually paid in 1954—what per- 
cent 

Mr. Lane. The Production Credit Corporation is still a Govern- 
ment entity, and we do not own it. 

The Cuarrman. I know that. 

Mr. Lane. Consequently, the only thing that each association paid 
for was their examination cost. 
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The Cuarrman. My question was what percentage of the total earn- 
ings did that amount to? You went to the trouble of figuring out 
what supervision would cost under this proposed bill as submitted by 
the Farm Credit Board, but what did supervision actually cost you 
in 1954? 

Mr. Lane. I can answer that only for my own particular associa- 
tion which was 27 cents for each $1,000 of assets as compared with 
three and a half cents per $1,000 of local assets of national banks, 

The Cuaimrman. I remember that in your statement. There is an 
amazing difference, of course, in the cost of supervision. 

Mr. Lane. I do not know the percentage nationwide, sir. 

The Cuarrman. You do know it amounts to 27 percent of all the 
earnings ? 

Mr. Lane. Do you mean our cost last year? No, it did not. That 
27 percent was under this bill—what it would cost us under 1954 
eee and earnings. 

he CuarrMANn. You two gentlemen are interested only in section 
2 of this bill; are you not? 

Mr, Lang, That is right. 

The CHarrman. You have no comments with regard to the first 
section which deals with the Bank for Cooperatives ? 

Mr. Lane. That is correct, sir. 

The Cuarrman. And you think generally the PCA’s throughout 
the country are opposed to this section, too? 

Mr, Lane. I can say this: That we have been in contact with a lot of 
associations that are opposed to it. Since we have been to Wash- 
ington, some of this group of witnesses have received a number of 
telegtiins from associations who had previously followed the leader, 
so to speak, and approved this thing; that after they got to studying 
it, they have reversed their opinions. I would say that the trenc 
toward opposing this bill as now written is growing daily. 

Mr. Poage. Mr. Lane, is it fair to say that you and your associa- 
tion, and those you are speaking for, all favor the retirement of 
the Government capital ? 

Mr. Lane. Yes, sir. That objective we agree with our Federal 
Board on 100 percent. 

Mr. Poacr. You are in favor of legislation which would enable 
you to buy the Government capital in the system, whatever you feel 
is necessary to keep in the system, whether it be a production credit 
corporation or whether it be an intermediate credit bank, or both. 
Whatever you feel is necessary to operate the system, you are in 
favor of the farmers buying that? 

Mr. Lane. Yes, sir, and retiring the Government capital. 

Mr. Poace. But you are not in favor of legislation that would 
not place control in the hands of the farmers when they buy it? 

Mr. Lang. It should place control and/or safeguards, and we 
feel we have neither in this proposal. 

Mr. Drxon. In order to understand clearly your position, you have 
set out here possibly eight objections which you have to the bill, 
Do you have any amendments to propose that would put the bill 
in the shape that you wanted, or do you just come here and-ask us 
to defer any action for a year? 

Mr. Lane. In this brief, we have an outline of corrective pro- 
posals; yes, sir. However, I shall-admit that there are a number 
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of proposals from the people who object to this bill as now written, 
and in some ways they are not exactly alike. We do not think 
there are any irreconcilable differences. But we are here mainly, 
today, to ask for more time for associations to assemble their ideas. 

If you will read the testimony that Mr. Canning left out of this 
brief for expediency’s sake, you will find that the associations over 
the Nation were not given an opportunity to go into this thing. 
They were given too short a time. As they look into this thing and 
oppose it, they come up with different ideas. 

We think this: That with 498 associations over the country, with 
thousands upon thousands of members, farmers, it is going to take 
a little time to find out what is going to be best for them. 

Mr. Dixon. Your plea, then, is for more time? 

Mr. Lane. Our plea today is for more time. We sincerely think 
that within a year’s time, since we have had this past experience, we 
could, with the cooperation of the Federal Board—and certainly we 
want to cooperate with those gentlemen—we can come up with some- 
thing that will improve this legislation and will safeguard the interests 
of the farmers, the fellows who own this thing. 

Mr. Drxon. I have one other short question. Would the supervi- 
sion which could be given by the Federal Intermediate Credit Bank 
be adequate so that you would be safe in circumventing the production 
credit corporations entirely ? 

Mr. Lane. I want it clear that we are not opposed to supervision. 
We think that supervision is necessary to the safeguards of the farm- 
ers. My personal opinion is that if we own the Intermediate Credit 
Bank as Congress has asked us to work out a plan to do, we could put 
in the law certain controls where the supervision that we could get 
from the Intermediate Credit Bank would be sound and comparable 
to the supervision given by the Comptroller of the Currency. 

However, I hasten to admit that there are differences of opinion 
even in our Own group on that matter. Those are some of the things 
that would have to be ironed out. 

Mr. Dixon. That is why you need more time? 

Mr. Lane. Yes, sir. 

Mr. Martruews. Will the gentleman yield a moment? 

Mr. Drxon. Yes, sir. 

Mr. Martruews. Mr. Lane, I want to say rere. I am not trying 
to criticize anybody, but how did the Farm Credit Board get the ap- 
proval of the various production credit associations that they did? 
Was there an opportunity for grassroots study before some of these 
associations, as I understand, endorsed this plan, and now because of a 
lack of understanding are they getting cold feet about it? As I say, 
I am not criticizing anybody. Is it your feeling that there just was 
not enough time to get it down ona pat level? ale 

Mr. Lane. That was part of it. I shall say, sir, we are due criticism. 
Perhaps we followed the leader a little bit too closely. They did a 
grand job. I do not want to detract from anything that these gentle- 
men did. They did a grand job in the formation year of this system. 
Wecommend them highly. This group of Federal Farm Credit Board 
members, they are all highly esteemed and splendid gentlemen. I 
think that they have learned, since these hearings started, that the 
grass roots people did not get the voice that they thought they were 
getting. We have this kind of system. The production credit asso- 
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ciations, of course, are represented, the farmers themselves are repre- 
sented, by a board of directors that they elect. Then a group of 
4 or 5 directors associations, get together and elect an advisory com- 
mittee, which is called our district advisory committee. Then the 12 
farm credit districts have a national advisory committee. Each ad- 
visory committee of the district elects 1 member to the 12-man advis- 
ory committee. In order for us to reach the Federal Board, we have 
two ways of doing it: One would be through this district advisory 
committee, and the other one would be through our district board. 
That is the way we can approach this Federal Board. 

In our particular area, this situation existed, and by corresponding 
and talking with associations over America, we find that similar situa- 
tions of this kind existed. Our District Advisory Committeeman rep- 
resents four associations. Three of those associations are against this 
bill. His own association was for it. Yet, at the district advisory 
committee meetings, the vote was cast for it. 

Mr. Matruews. Just one more short question, please. 

In your opinion, about how many of these 500 associations are now 
expressing either opposition to this Title 2 of the bill or expressing 
rT le doubt? Would you say a third of them or 20 percent of 
them 

Mr. Lane. I cannot answer that, except in this way: Our associa- 
tion, representing 22 other associations in our district, sent out a ques- 
tionnaire over the Nation. We got replies in opposition to this bill 
from every farm credit district. Some districts, of course, were very 
open in their answering of these questions and some of them just would 
not do so. We did not get very many replies from some districts. In 
one district, I understand there has been an awful lot of criticism on 
that man for answering it, by higher levels. 

Mr. Martruews. But you cannot give me an accurate figure? 

Mr. Lane. I can give you this, that approximately 140 of the as- 
sociations answered, and of the associations that did answer, 88 and a 
fraction percent of them were opposed to the bill as now written. 
Since that time, more have come in. Just how many more, I do not 
know. There will be testimony later on today, I understand, if it 
follows the suit of the other testimony that I have heard, that they 
have gotten telegrams since they left home, saying that they, too, have 
read the bill a little more closely and are opposed to it. So that move 
is growing. 

Mr. Marrnews. Thank you. 

The Cuarrman. Is there anything further? 

Mr. Lane. I have one more item, Mr. Chairman, if I may. In clos- 
ing my statement I would like to point out that we are for this bill, 
this 202; 203, 204, 205 and 206, that section of title II. I think that 
has the wholehearted support of the associations over the Nation. 

The CHarrMAN. Which sections ? 

Mr. Lanz. Sections 202 through 206. I feel confident that that 
would have the support of the vast majority of associations. 

The Cuarrman. From PCA’s? 

Mr. Lang. Yes, sir. 

The Cuarmman. All right. 

Mr. Lane. The other point I want to make clear to you gentlemen 
is this: We do not want these bills passed until the farmers have had 
a chance to amend and approve. They own it. Their hard earned 
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money is invested in it.. And, even more important, they have been 
building what they thought was a permanent and dependable credit 
home. This is their tidétimes They do not want it destroyed just to 
perpetuate some jobs. May I suggest you instruct the Federal Farm 
Credit Board to go to the grass roots to see what they want. 

I think I can assure you they will come up with a bill that will be 
acceptable and satisfactory to the vast majority. I think I can assure 
you it will be much different from H. R. 5168, and it will carry out 
the spirit of the Farm Credit Act of 1953 by permitting the retirement 
of Government capital in both the FICB and PCC simultaneously, to 
provide for proper supervision at reasonable and comparable cost, and 
to provide for adequate control with ownership. 

In other words, gentlemen, what we are asking for is simply to give 
us a little more time, and when I say “us” I mean the farmers, the 
associations of America, to come up here and ask you to pass a bill 
that will fit their need and will still be dependable. 

Thank you. 

Mr. Harvey. Mr. Chairman, I would like to ask a question. 

The CuarrmMan. Yes, sir. Go right ahead. 

Mr. Harvey. You have spoken here of your objection to this pro- 
posed bill with regard to the unlimited authority of the production 
credit corporations to acquire capital stock from the association. Do 
you object to the authority or do you object to the unlimited authority 
that is contained ? 

Mr. Lanz. I would object to the unlimited authority, mainly. I 
think that as a supervisor, if they are going to have supervision, 
which we certainly agree they should have, they should have some 
authority. 

Mr. Harvey. We are talking about the capital stock now, Mr. 
Lane. My question was, do you object to the Production Credit 
Associations providing funds for capital stock for the corporations, 
or do you object to the unlimited authority which you insist is con- 
tained in this bill? | 

Mr. Lane. If I understand the question, sir, the associations, if 
we are to buy the corporations, will expect to use some of their capital 
stock to do so. We think that a small amount can be used to give 
it its corporate structure, 

Mr. Harvey. In other words, you are not objecting to the principle; 
you are objecting to the unlimited authority, is that correct ? 

Mr. Lane. That is correct, yes, sir. 

Mr. Harvey. All right. 

The CHaimMan, You are objecting, because you do not think that 
you should assume the expense to operate the corporations. 

Mr. Lane. We think we should assume the expenses of supervision. 

The Cuamman, You might be interested in knowing, maybe all of 
you, that I received a letter from the Comptroller General of the 
United States, I will read part of it to you. 

We have recommended in our annual reports on the audit of corporations of 
the Farm Credit Administration for the fiscal years 1952 and 1953, that the 
production credit corporations be abolished and that the production credit 
associations pay the cost of their supervision which is now being paid by the 
fb see te credit corporations. Those recommendations still represent the view 
0 eo e 

As indicated in these reports, the functions of these corporations can be dis- 


tributed appropriately among other constituent units of the agencies of the 
Farm Credit Administration, and the abolishment of the corporations would 
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result in worthwhile improvements, including simplification of the organiza- 
tional structure of the production credit system, establishment of regular ap- 
propriations procedure for any expense of supervision to be paid by the 
Government, reduction of the number of officers at an executive salary level and 
return to the United States Treasury of the Government’s investment in these 
corporations, amounting to $42,400,000 on June 30, 1954, excluding the invest- 
ment of $3,600,000 in the production credit associations. Also, it is believed 
that the production credit system, assisted by the Federal Government since 
1933, has now become firmly established and should be more nearly self-support- 
ing and that the supervision of the associations is a form of direct service, the 
cost of which should be borne by the associations. 


It starts out by saying, in commenting on this bill— 


this bill contain certain major proposals which in our opinion are not in the 
best interests of the Government. Our comments are as follows: 

You are in agreement with those views expressed by the Comptroller 
General, are you not ? 

Mr. Lane. In general, yes, sir, provided proper safeguards are made 
for the borrowers. 

The Cuarrman. What do you mean in general? I thought he was 
saying that for you better than you said it yourself. I am talking 
about the views that I read to you. 

Mr. Lane. Yes. I agree with that. The reason I mentioned the 
proper safeguards is that I think Congress will make this a comparable 
situation. ‘They have pretty well controlled the cost of other lending 
agencies, and I think they would no doubt put safeguards in there to 
control the expense of this supervision so that we would be able to 
compete with other bodies. 

The Cuamman. Let me put the concluding paragraph in. I will 
put the whole letter in and release it so that the aia members will 
have an opportunity to see it. 

It is the view of the General Accounting Office that the production credit cor- 
porations should be abolished, that the entire production credit system should be 
more nearly self-supporting, and that all subsidies for the system should be 
brought out into the open rather than be reflected as interest on the public debt 
and in other indirect ways. Accordingly, this Office does not favor this proposed 
legislation. 

That was at the conclusion of his comments on title II of the bill. 

Mr. Harvey. Mr. Chairman, the gentleman said he was in agreement 
with that, but I understood the gentleman to say that he was not in 
favor of funding all these savings directly into the United States 
Treasury, that he thought it ought to be funded into the revolving 
fund for a time being, at least. 

Mr. Lane. Well, sir, I thought you were talking about the capital 
stock. I think that the capital stock, the amount of money invested 
by the United States Government, should be returned. If I said other 
than that, then I misunderstood you. 

Mr. Harvey. That is all right, but this statment recommends that 
not only the capital stock but the earnings, reserves, also. 

Mr. Poacr. Would the gentleman yield ? 

Mr. Harvey. Let me complete my statement, if you will. 

That not only the capital stock but the earnings or the reserves that 
have been accumulated also be funded into the Treasury. 

Mr. Lane. I did not catch that part of it. 

Mr. Poace. Will the gentleman yield? 

Mr. Harvey. Yes. 


63138—55——10 
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Mr. Poage. I think it is unfair to this witness to say, “Do you agree 
with this letter?” He has never seen it in his life. It just came to 
the Chairman a few minutes ago. The Chairman read a few sen- 
tences, and then you say, “Do you agree with this letter?” And then 
he says, “Yes, I think I do, if you put some proper safeguards.” Then 
you say, “The Comptroller General says something different from 
what you say.” 

Mr. Harvey. I am not attempting to be unfair to the witness. 

Mr. Poacr. I am sure that you are not, but the witness has not seen 
the letter. 

The CuatrMaNn, Please let the witness talk for himself. He is a 
smart man. 

Mr. Lane. You are very charitable, Mr. Chairman. Here is the 
thing, basically, certainly part of that I agree with, as my testimony 
states. The capital investment of the United States Government 
should be returned. I agree with that part of it. The surplus, I 
think, should be retained in the system. Here is the reason I say that: 
In the first place, Congress has already set a precedent for leaving 
surplus in the Federal land bank. The second thing is that much 
of the surplus of the production credit corporation was earned in 
this manner: At one time, the associations had 4 percent government 
securities. Under an agreement that the corporation invested this 
money into the association, back there in the formation days, they 
had a bond repurchase agreement, which gave them permission to 
do this, which they did. They told us that they are going to sell our 
4-percent securities because they are at a high premium. The corpora- 
tions took the profits of that, and gave us, eventually, 214-percent 
securities. 

They made a lot of money on that, and that is part of that surplus. 
We think actually that surplus, then, belongs to the borrower, the 
farmer out in the country. So since you have treated the Federal land 
bank that way, since we think that the farmer owns the surplus, then 
we think the surplus should remain in the system. 

And I beg your pardon. I thought you were referring to the 
Government investment when I said it should be returned to the 
Treasury or the revolving fund, to be used later in the case of an 
emergency. 

The Cuarrman. We thank you gentlemen for your views. If your 
other friends are to catch a plane, you must let them testify now. 
Before you go, Mr. Canning, I want to note the presence of your own 
Congressman, Mr. Fisher. 

Mr. Fisher? 

Mr. Fisuer. Mr. Chairman, both of these gentlemen are constitu- 
ents of mine from my district. I think they have demonstrated their 
ability to talk on this subject, and I wish to associate myself with the 
position that they have taken. 

Mr. Lane. Thank you, Mr. Chairman. 


STATEMENT BY J. R. CANNING, PRESIDENT, TEXAS PRODUCTION CREDIT ASSOCIATION, 
San ANGELO, TEx., REGARDING THE FarM Crepit Act or 1955 


My name is J. R. Canning. I have been a director of the Texas Production 
Credit Association, San Angelo, Tex., for over 16 years, and president for 6 
years. I have been a member since 1935. I deeply appreciate the opportunity to 
appear before the committee to express our views on this important subject 
affecting short-term agricultural credit. 
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I am here in behalf of the ranchers and farmers who own the production 
credit associations of the 10th Farm Credit District. Twenty-two of the 36 
associations in Texas have expressed their opposition to these companion bills, 
H. R. 5168 and 8S. 1286, and I am unofficially representing many other associa- 
tions over the Nation who have written us stating their opposition and concern 
to the proposed legislation, known as the Farm Credit Act of 1955, insofar as it 
pertains to the production credit system. This opposition is evident in every 
farm credit district in the Nation. 

I am here to oppose the enactment of title II of Senate bill 1286 and H. R. 
bill 5168, because, in our opinion, it is very dangerous to the welfare and sta- 
bility of the production credit associations, and jeopardizes the credit now 
afforded ranchers and farmers over the Nation. 

I shall point out specific objections later, but first, let me say that the produc- 
tion credit system has meant much to farmers of the Nation, and, in my opinion, 
has done a most remarkable job of furnishing a credit home to farmers. It has 
certainly played a large part in furnishing sound credit, toward stabilizing 
commodity prices, and assisting the farmer in maintaining a sound economy. 
The drought-stricken areas could not have survived except with this dependable 
credit. We do not want anything done to tear down this system of farm 
credit. 

Congress made a fine step in enacting the Farm Credit Act of 1953, and that 
act’s preliminary statement, “An act to increase farmer participation in owner- 
ship and control of the Federal farm credit system” is commendable. We would 
not change the Federal Farm Credit Board provided for therein, or the man- 
ner in which they are selected. We believe farmers have proven themselves 
capable of owning and controlling their own credit system. Almost all of the 
associations over the Nation have paid back all of the original Government 
capital, and those few who have not done so have plans to retire the remaining 
‘Government capital within the next few months. 

S. 1286 and H. R. 5168 state that they are bills to provide for retirement of 
Government capital in certain institutions operating under the supervision of 
the Farm Credit Administration; to increase borrower participation in the man- 
agement and control of the Federal farm credit system; and for other purposes. 

I believe I can prove to you, gentlemen, that these bills take control away 
from farmers on the grassroots level, and instead, vests it mainly in the hands 
of a seven man district farm credit board and/or production credit coporation 
officials. Instead of putting the control in the hands of the farmers who own 
the associations, they centralize authority at the district and Washington levels. 

My remarks will be confined to title II of the bills, as it refers to the produc- 
tion credit system, as that is the part on which I have greater knowledge and 
experience, 

Section 2 of the Farm Credit Act of 1953 provides: “The Federal Farm Credit 
Board hereinafter provided for shall within one year after appointment make 
recommendations to the Congress of means, supplemental to those provided by 
this Act, of carrying into effect such declared policy, including, but not limited 
to, means of increasing borrower participation in ownership of the Federal farm 
credit system to the end that the investment of the United States in the Federal 
intermediate credit banks, production credit corporations, Central Bank for 
‘Cooperatives, and regional banks for cooperatives may be retired.” This is and 
always has been our objective, but we find now that 1 year does not provide suffi- 
cient time to assemble ideas from all over the Nation, and assemble these ideas 
into suitable legislation within a 12-month period. It took nearly 7 years for 
the Farm Credit Act of 1953 to come to a reality. Why rush a bill through in 
1 year without giving it plenty of study? We believe the owners of production 
credit, the farmers themselves, should be allowed to express their opinions. It is 
their investment and their credit that is affected. 

The Federal Board is not complying with the Farm Oredit Act of 1953 in 
that they have provided for the retirement of Government capital in the PCC 
and have not provided for the retirement of Government capital in the FICB. 
It is not sound business for the farmers to buy a burdensome expense account 
without also getting the income producer at the same time. This mandate of 
Congress has been sidestepped, in part, by the Federal Board in asking for delay 
in proposals for the FICB; why cannot both provisions be delayed until the 
entire purpose accomplished? 

If associations have to capitalize production credit corporations and assume 
part or all of their expenses, it will destroy the use of much of their own capital, 
and delay for years and years the buying of the FICB. Thus, the proposais 
‘(S. 1286 and H. R. 5168) defeat their own purpose. 





144 FARM CREDIT ACT OF 1955 


It may seem odd to you that the Federal Farm Credit Board and the national 
advisory committee recommend this legislation, in view of so much opposition 
over the Nation. I may be able to explain that by stating what happened in 
our own FCA district. After the FCA Act of 1953 was put into law, the dis- 
trict advisory committee and the President of the Corporation were urged to hold 
group meetings of the associations’ boards of directors for discussions and 
recommendations for means to bring about the purchase of the farm credit sys- 
tem. This was not done, although this procedure had been practiced in all other 
legislative matters. Instead, a prepared resolution was mailed to each associa- 
tion in the district, who was asked to approve the resolution at once, and return 
it to the sender. Some of the associations did so, but later, after more careful 
consideration rescinded their former adoption of said resolution. The district 
advisory committee held meetings and apparently voted approval for the asso- 
ciations that they represented, but did so without authority from the associations, 
or even with their knowledge that a meeting was to be held. The national ad- 
visory committeeman passed this decision on to the Federal Board. We have 
since learned that similar tactics of overlooking the associations and the farmers 
have occurred throughout the Nation. This can hardly be considered as a grass- 
roots opinion. We know of no instance where the membership of an association 
had an opportunity to consider this legislation that affects them so adversely until 
after the bills were presented to Congress. Since then, however, our member- 
ship has gone on record as wholeheartedly for defeat of these bills, as evidenced 
by a poll taken. 

When associations of the 10th Farm Credit District became alarmed over 
this situation, a meeting of 17 of the associations was held in Austin, Tex., at 
which they adopted a resolution opposing these methods and at which they 
decided to contact every association in America. The advisory committee be- 
eame concerned at this “open rebellion” and called a meeting inviting all asso- 
ciations of the 10th district to Lubbock, Tex., to discuss the bills and the meth- 
ods used in promoting said bills. At that meeting, 22 of the 36 associations 
voiced their opposition to the bills as now written, and a number of the remain- 
ing 14 expressed opposition, but would not vote against Corporation officials and 
their elected directors to the committees and boards. Yet, it was reported the 
10th district was represented at higher level meetings to be unanimous or near 
unanimous in its decisions. 

We advised the associations over the Nation of the outcome of this meeting, 
and requested them to express their views. The overwhelming majority of those 
answering voiced their opposition to the bills as written. 

I make this point, gentlemen, to show you that the grassroots, the people whose 
money is invested in these associations, and those who have done so much to- 
ward building this system, have not been given due consideration. 

The men on our Federal Farm Credit Board are highly esteemed. We do not 
believe they were aware of the method used in promoting this legislation. 

As you gentlemen know, the General Accounting Office has recommended pro- 
duction credit corporations be abolished as no longer necessary in the production 
credit system. The Hoover Commission has also recommended the elimination 
of the production credit corporation as an unnecessary organization. 

Wm. I. Myers, first Governor of the Farm Credit Administration, and now 
dean of the New York State College of Agriculture, Cornell University, recently 
wrote: “Unfortunately for me, my time has been so fully occupied with regular 
duties and services on the National Agricultural Advisory Commission that I have 
not had a chance to follow farm credit legislation closely. We devised the pro- 
duction credit. corporations in order to provide capital. and supervision of produc- 
tion credit associations during their early years of operation. Most of the PCA’s 
have paid back their Government capital and the others are planning to do so as 
soon as possible. It makes sense to me, therefore, to begin the orderly liquida- 
tion of the production credit corporations, returning capital not needed to the 
revolving fund in the Treasury 8o it could be recovered in case it were needed 
during a severe depression or other emergency. 

“In a national system of PCA’s, some method of supervision, as well as of 
rigid examination, is necessary and should be paid for by the PCA’s. I have 
felt that the supervisory work could be done by the intermediate credit banks on 
a more efficient basis than at present and have the major part of the cost taken 
care of from margins on loans discounted at the credit bank. Some men in the 
system feel, however, that it is unwise to entrust the supervision of PCA’s to 
the intermediate credit banks because of a possible danger of too rigid control. 
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“T do not know how it will come out, but naturally I think my idea is better 
than the one that is being followed in the legislation proposed at the present 
time. 

“TI presume you have already been in touch with the officers of the Farm Credit 
Administration of Houston and presented your ideas on this problem to them. 
Of course, the national organization of PCA’s should also be helpful in making 
desirable amendments to the legislation now in Congress. Then, too, we have 
the National Farm Credit Board which would give careful consideration to 
suggestions made by officials and directors of the PCA’s. I am enclosing a 
brief summary of this legislation taken from the weekly letter of the National 
Council of Farmer Cooperatives.” 

(Italics is mine.) The above is Mr. Myers’ thinking. He is well informed 
on Farm Credit Administration matters and helped write the original Farm 
Credit Act. 

We believe this means the elaborate set up, with the correspondingly high ex- 
penses, could be abolished without injury to any of the associations. We recog- 
nize that some of the corporation’s functions, such as advising on public relations, 
schooling directors, holding group directors’ meetings, having territorial juris- 
diction over associations, approving loans to directors and for excess loans, are 
advantageous. But these advantages are hardly worth the $130,000 to $182,000 
annual expense of each corporation. And, these duties could be performed by 
the FICB with very little additional expense to them, and no additional expense 
to the farmer-user of the credit. 

Officials of the production credit corporations have claimed that they are op- 
erating at the minimum now as to personnel and costs. Apparently, they believe 
that they cannot cut this cost, and no effort or means of doing so is incorporated 
in this legislation. 

According to statistics, it would have required about 27 percent of the net 
earnings of all the associations in the Nation to pay for this supervision in 1954. 
It is estimated that it has cost better than $50 million in the past 21 years 
to operate the production credit corporations. This is about 55 percent of the 
accumulated surpluses and reserves of all the 498 associations in the country. 
This legislation would increase and perpetuate such an excessively expensive 
system. 

One of the chief duties assumed by the corporations all along has been to 
act as a sort of liaison between the associations and the Federal intermediate 
credit banks on loan problems. This effort has largely failed. Certainly the 
corporations could not tear down or assume the common relationships that do 
and should exist between the banks, as creditors, and the associations, as debtors. 
Anyone knows that it is always best to go directly to the source of your credit 
with such problems, and experience has shown without a doubt that the associ- 
ations can get more done by going direct than through the corporations. The 
original purpose of the Production Credit Corporation was to capitalize pro- 
duction credit associations and train personnel. No longer are they needed for 
capital, and after 21 years of experience, the personnel and directors should be 
considered capable of directing the PCA’s. The advice and counsel of the Corpo- 
ration officials has been of great value, during the formation period, but why 
continue with that when it costs so much? The corporations conduct the 
credit examinations of the associations. This service could very well be per- 
formed by the FICB, and, if so, would likely result in a better debtor-creditor 
relationship. 

Federal land banks supervise the national farm loan associations and are also 
the NFLA’s source of credit. The NFLA’s are not assessed for the administra- 
tive expenses of the FLB. As a matter of fact, the capital stock of the FLB 
owned by the NF'LA’s earns dividends. 

National banks are required to buy stock in the Federal Reserve Bank, in 
order to obtain the credit facilities from the Federal Reserve System, but are 
not assessed in any manner by the Federal reserve banks for their expenses. 
In fact, their stock earns 6 percent dividends. National banks are under the 
direct supervision of the Comptroller of the Currency, but the only cost of this 
supervision to the banks is for examinations. One of our local banks just 
had an examination completed. Seven examiners spent 5 or 6 days making 
the examination. The bank has a paid-in capital of $400,000, a surplus of 
$600,000, deposits of $25 million, and loans outstanding of $6,800,000, and the 
total cost of the examination was little over $900. Total assets of the 3 national 
banks in our city are about $60 million; our total assets are less than $4 million. 
Yet, under S. 1286 and H. R. 5168 we will pay more than all three banks, and 
our assets are one-fifteenth of theirs. 
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These are mentioned because we believe they are comparable situations, and 
may be considered as precedent in handling financing institutions. 

We do not object to supervision, but the assessment for it should not be out of 
line with other lending institutions. For instance, national banks pay from 
8 to 3% cents per $1,000 of assets for each examination, with a $75 minimum 
(normally 1 or 2 examinations per year), which includes all costs of supervision. 
Last year, our PCA paid 23 cents per $1,000 of assets for our examination. Under 
S. 1286 and H. R. 5168, in which we are required to assume corporation expense 
and some Washington expense, we would pay at least $1.27 per $1,000 of assets. 

S. 1286 and H. R. 5168 perpetuate the production credit corporation as a super- 
visory institution, and give it power of assessment over the associations for 
both capital stock subscriptions and expense budget. For many years the asso- 
ciations have paid the expense of examinations, similar to national banks, except 
at a higher rate. You will note that neither of the two aforementioned financing 
institutions are paying for their supervisory expense, other than that included 
in examination fees, and therefore, it is considered discriminatory to include 
this provision in these bills for associations. 

It is also noted that the Comptroller of the Currency sets up a specific charge 
schedule so that all banks pay in direct proportion to its assets. S. 1286 and 
H. R. 5168 authorize corporations to allocate expense to associations “in such 
manner and amounts as shall be determined by the board of directors of the 
corporation.” This could lead to a soak-the-rich policy, as many associations 
do not make enough net earnings to pay their pro rata part of corporation ex- 
pense. The average annual expense of the 10th FCA district corporation is 
about $5,000 per association, including examination fees. That expense must 
be paid by the associations. Does Congress intend to pass a law that penalizes 
well-managed associations? 

The associations will assume the expenses of the production credit corporation 
and its pro rata part of the Farm Credit Administration, Washington, D. C. 
This may make it necessary to raise the interest rates to the farmer users. 
When they are shackled with an added expense of this nature, while banks and 
other lending institutions do not have such compulsory added expenses of super- 
vision, we cannot compete with them, and Congress will have passed a dis- 
criminatory law, which may force the production credit system out of business. 

Listed below are other objectional provisions of 8. 1286 and H. R. 5168: The 
comments in parenthesis are ours. 

No. 1. Each production credit corporation shall from time to time determine the 
amount of its class B stock which shall be subscribed to and purchased by the 
production credit associations of the district. (It is stated that no dividend shall 
be paid on this subscription. Only the minimum amount of subscription is pro- 
vided in these bills, and therefore, the corporation can force the associations to 
use all or any part of the associations’ capital to buy corporation capital. This 
money invested will be noninterest bearing and earns no dividends; therefore, 
takes this amount of earnings away from the associations. ) 

No. 2. The subscription to such stock by the associations shall be allocated by 
the corporation upon an equitable basis, and the amounts of subscriptions and 
purchases of such stock by the associations may be adjusted annually. (This 
gives the corporation a continuing authority and control over the capital stock 
of the associations. If the production credit corporation has absolute control over 
the capital of all asseciations in its district, will that not be centralizing control 
of farmer credit?) 

No. 3. Expenses of each production credit corporation shall be allocated in 
such manner and amounts as shall be determined by the board of directors of 
the corporation, and shall be paid by the production credit associations of the 
district. (The corporation not only will have control of our capital, but can 
assess us for their expenses, as well as those of the Farm Credit Administration 
at Washington. We will have no control over the budget of either.) 

No. 4. The board of directors of production credit corporations may, because 
of adverse conditions in the district, defer in whole or in part the amounts which 
otherwise would be paid by the production credit associations under subsection 
(b) of this section in any year * * *. (If one or more associations cannot con- 
veniently pay their pro rata part of corporation expense, does this mean that the 
other associations will have to pay it? Since they say “in such manner and 
amounts as shall be determined by the corporation board” we suppose they have 
authority to do as they like.) 

No. 5. Each production credit association shall, under such rules and regula- 
tions as may be prescribed by the production credit corporation of the district, 
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with the approval of the Farm Credit Administration, invest its funds and make 
loans to farmers for general agricultural purposes. Such loans shall be made on 
such terms and conditions, at such rates of interest, and with such security as 
may be prescribed by the corporation. (This completes absolute authority. They 
have authority over your capital, can assess you for their expenses, and by rules 
prescribed by them, control your investments, your interest rate, your loan 
policies, and collateral requirements. ) 

No. 6. No borrower shall be indebted to the association at any one time in an 
amount in excess of 15 percent of the capital and surplus of the association unless 
the loan has the prior approval of the corporation, or in excess of 35 percent 
of the capital and surplus of the association unless the loan has the prior ap- 
proval of the Farm Credit Administration * * *. (This lowers the amount of 
loans that require the corporation’s approval from 20 to 15 percent and lowers 
the amount that is required to have the Farm Credit Administration approval 
from 50 to 35 percent. This requirement further reduces the authority of the 
officers and board of directors of the association to approve loans.) 

Congress expressed confidence in farmers in passing the Farm Credit Act of 
1953. Yet, few farmers over the Nation have had an opportunity to express 
themselves : The Farm Credit Act of 1955 shows lack of confidence in the farmers, 
in that it takes control away from them. 

It is not in line with sound business for PCA’s to buy at tremendous cost a cor- 
poration, assume its expenses, and not have control of its budget or operations. 
S. 1286 and H. R. 5168 make it compulsory for PCA’s to buy the corporation, and 
yet, leaves control in a board of directors of 7 men, of which only 2 are elected by 
PCA’s. None of you gentlemen would make a personal investment under this 
situation, because 100 percent ownership with only two-sevenths control does not 
measure up to sound business principles. 

Even if the corporations were necessary and Congress deemed it advisable to 
maintain their identity in the system, there is still no reason for capitalization 
of the scope included in these bills. It could be incorporated with 1 share of $5 
par stock per association, in order to retain its corporate structure. 

The corporation does not lend money, does not sel] debentures, and therefore, 
the only reason for having a large capital stock would be to invest the paid-in 
capital in interest bearing securities, in order to pay its expense of operation. 
Under these bills the associations would be forced to pay the operating costs 
anyway, so there is no need for the elaborate capitalization provision. 

If the production credit corporation and the Federal intermediate credit bank 
were consolidated and the users of the discount privilege of the bank were 
required to buy stock therein, the earnings of the merged organization could 
defray expenses of all necessary services. Congress would have a precedent to 
follow, as it would be similar to the Federal Reserve Bank, in its relation to 
national banks and Federal lank banks in relation to national farm loan associa- 
tions. Any other user of the Federal intermediate credit bank facilities could 
become stockholders on the same basis as production credit associations, and 
enjoy the same privileges. 

These bills provide for gradual retirement of capital stock in production credit 
corporations, but if they have to be perpetuated, it is more feasible to return the 
entire paid-in capital to the United States Treasury at once, and let the earned 
surplus be retained as a surplus in the new corporation. 

It has been said that if discounting agencies owned their source of eredit and 
supervised credit examinations, it would create a condition of policing themselves. 
National banks own the Federal Reserve System and have done a mighty good 
job of handling banking. Commercial loan companies who discount their loans 
with the FICB have had credit examinations and supervision from the FICB 
for many years and have done a very creditable job. It has been a fine debtor- 
creditor relationship, and is practicable. 

There are some parts of title II of S. 1286 and H. R. 5168 that are sound and 
beneficial, and we believe enjoy the support of the vast majority of farmer 
owners of the production credit associations. Particular reference is made to 
section 202 regarding the preferential treatment of class A and class B stock for 
dividend payments: Section 203, referring to allocation of reserves; section 204 
pertaining to guaranty fund reserves. Section 206 requires production credit 
associations to pay income and property taxes after class A stock held by the 
Government has been retired. 

Up to this point, I have criticized title II of the Farm Credit Act of 1955. I 
shall now make suggestions for a substitute measure, which I believe will have 
the wholehearted support of the Nation. No attempt is made to go into minute 
detail. 
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The 12 production credit corporations claim $1,700,000 per year is required to 
function properly. The 12 Federal intermediate credit banks spend about 
$1,600,000 per year. By consolidating the FICB with the PCC, the executives’ 
salaries, rents, wages, etc., can be reduced tremendously. As it is now, both the 
PCC and FICB maintain credit departments. One of these would be eliminated 
under the consolidation. Assuming the operation costs of the consolidated or- 
ganization were $2,500,000 (probably a high estimate), it would amount to less 
than one-third of 1 percent on the approximate $775 million average volume of 
loans outstanding in the banks. This could easily be absorbed in the present 
discount rate with no additional cost to the farmer. 

The capital structure of the 12 FICB’s is as follows (June 30, 1954) : 


Capital stock 
Surplus 32, 860, 409 
Reserve for contingency 16, 975, 000 


109, 835, 409 
The capital structure of the 12 PCC’s is for follows (June 30, 1954) : 


Capital stock 
14, 271, 339 


46, 006, 339 


1A large part of the surplus of the 12 PCC’s was accumulated through profits made on 
the purchase and sale of Government bonds oe’ to PCA’s. Actually, then, this 
surplus was created in part at the direct expense of t armer-owners of the PCA’s, which 
furnishes grounds for the claim that this surplus should be retained by the associations. 
The paid-in capital stock of the corporation should be returned to the Treasury of the United 
States immediately. The surplus of the corporation should be used to buy stock in the 
newly formed FICB (consolidated) and stock issued to production credit associations pro 
rated on the basis of outstanding loans for a set period. All amounts returned to the 
Treasury of the United States should be paid into a revolving fund and continued to be 
available to the Farm Credit Administration for stabilizing the farm credit system, and 
to be made available to the FICB’s, subject to the approval of the Federal Farm Credit 
Board for reinvesting in capital stock in associations. 


Said investments shall be handled only as an emergency measure, and such 
investments should bear interest at rate equal to average cost of money to 
Government. 

The Federal intermediate credit banks can be authorized to issue stock similar 
to that provided for in S. 1286 and H. R. 5168 for production credit corporations. 
Each discounting agency of the FICB would be required, im1iediately after the 
effective date of this law, to subscribe to capital stock in the ]‘ICB, in return for 
discounting privileges. 

The amounts would be in direct proportion to the amount of outstanding loans 
discounted with said FICB in ratio to the total outstanding loans. The discount- 
ing agencies would have 10 to 15 years to pay for said subscription. It could 
be paid for by converting the required amount of Government securities pledged 
to the FICB to capital stock. All capital stock purchased in the FICB shall earn 
dividends at an annual rate of not less than the then existing rate of long-term 
Government securities. Stock purchased in FICB by discounting agencies shall 
be considered as securities pledged to FICB in calculating loan ratio. 

The Federal Farm Credit Board shall be appointed, as now provided for in 
the Farm Credit Act of 1953. 

The law shall provide that the Federal land banks, banks for cooperatives, 
and the FICB’s shall have separate boards of five members. Stockholders shall 
elect 2 of the 5 members, the remaining 3 to be appointed by the Governor of 
the Farm Credit Administration. When the stockholders return 51 percent of 
the Government capital to the Treasury now invested in each branch, the stock- 
holders will elect 3 of the 5 directors. The Governor of the Farm Credit Ad- 
ministration, with the advice and consent of the Federal Farm Credit Board, will 
appoint directors out of a list of nominees furnished by the 3 branches, with 
each branch being permitted 3 nominees. Appointed members shall serve on 
each of the three boards. This would require a total of 11 members to serve 
as a district farm credit board, primarily for advisory and coordinating purposes. 
For the official business of each organization, the 3 elected members of each board 
and the 2 appointed members would comprise a board of 5 to take legal actions 
and serve as an executive committee. 

The Federal Board would set up a schedule of examining fees, including super- 
visory expenses, comparable in cost to national banks and other lending 
institutions, 
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This plan would capitalize the banks, return Government capital to the Treas- 
ury, would not decrease the earnings of the buying associations and discounting 
agencies, and would eliminate additional assessments of said agencies. It will 
also do away with duplication and unnecessary services in the system, and keep 
farm short-term credit sound and at a low rate. 

All FICB capital stock returned to the Treasury shall be kept in the same 
revolving fund mentioned before. 

Gentlemen, I appreciate this time given me and your consideration. We do not 
want these bills passed until the farmers have had a chance to amend and approve. 
They own it. Their hard-earned money is invested in it. And, even more im- 
portant, they have been building what they thought was a permanent and depend- 
able “credit home”. This is their lifeline. They do not want it destroyed just 
to perpetuate some jobs. May I suggest you instruct the Federal Farm Credit 
Board to go to the grassroots to see what they want. I think I can assure you 
they will come up with a bill that will be acceptable and satisfactory to the vast 
majority. I think I can assure you it will be much different from S. 1286 and 
H. R. 5168, and it will carry out the spirit of the Farm Credit Act of 1953 by 
permitting the retirement of Government capital in both the FICB and PCC 
simultaneously, to provide for proper supervision at reasonable and comparable 
cost, and to provide for adequate control with ownership. 


The Cuarrman. The next witness will be Mr. Smith. 

Mr. Waker. Mr. Chairman, I am W. D. Walker. Mr. Larson has 
asked us to allow him to testify first because he catches a 1 o’clock 
plane and ours is at 4. 

The CHammaNn, Mr. Larson, we shall hear from you now. 


STATEMENT OF ABNER B. LARSON, SECRETARY-TREASURER, MAN- 
DAN PRODUCTION CREDIT ASSOCIATION, MANDAN, N. DAK. 


Mr. Larson. I am going to preface my remarks by stating that I 


do not want to say a lot of things that are repetitious to what Mr. Lane 
has been saying, so I am going to approach this from a somewhat 
different angle. I am going to try to confine my remarks to the 
grassroots feeling, because it has been brought out by one of the 
members here awhile ago, 

Next, I want to tell you that I am representing directly all of the 
associations of North Dakota, and about 12 from Minnesota, which 
makes a total of 17 associations, with a combined membership of over 
10,000 members, with a volume of over 16 million in loans. 

Next I want to also advise you that all of the Minnesota associations 
voted in favor of this bill. 

I noticed awhile ago it was stated that many telegrams were com- 
ingin. Thave3 or 4 here I would like to put into the record. 

The CHarrMan. You may read those four, if you wish to. 

Mr. Larson. I just want to read these four to give you the trend of 
the thought in Minnesota. 


This association and most of the associations in southern Minnesota are op- 
posed to 1286, 


that is a comparison bill, 


in its present form. We demand a voice in writing a bill that will be fair to 
production credit. 
Rochester, Minn. 


Mr. Anpresen. Who signed it? 
Mr. Larson. Mr. Guzinski. 
Another one from Faribault, Minn. 


Board unanimously opposed to PCC. Faribault Production Credit. 
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REepwoop FALLS. 


The directors of Redwood Falls PCA are opposed to that part of the farm 
credit bill as written pertaining to the associations buying the production credit 
corporations. You are authorized to represent this association in opposing the 
enactment of this bill in its present form. 


Another one from Lyon Lincoln: 
We object to the bill 1286 in its present form. 


I have three other letters, but I am not going to take the time to 
read these, because it will take too much time. 

I should like now to go into the prepared statement that I want 
to read to you. 

My name is Abner B. Larson, and I am secretary-treasurer of the 
Mandan Production Credit Association of Mandan, N. Dak. I have 
been its secretary-treasurer since date of organization on January 24, 
1934. Prior to that time I spent 5 years with the National Banking 
Department, closed bank division, 4 years with the Banking Depart- 
ment of the State of North Dakota, closed bank division, and 2 years 
as an officer with a private credit company discounting paper with the 
Federal Intermediate Credit Bank of St. Paul. 

I have been active in PCA work as secretary-treasurer since the 
organization of the system, have seen it struggle along through the 
early days when much of the work was new and many precautions 
necessarily had to be employed. I have experienced the day when 
most PCA’s have become totally farmer-owned and self-supporting. 

I was requested to appear before your committee at a meeting held 
on April 13, 1955, at Fargo, N. Dak., at which time directors and 
secretaries from all North Dakota production credit associations were 

resent. The motion for me to appear before your committee oppos- 
ing certain sections of title II of Senate bill 1286 and House bill 5168, 
was unanimous. 

At that meeting, the association’s directors also unanimously adopted 
a resolution with instructions that such resolution be forwarded to 
all of the production credit associations in the United States and to all 
members of the Senate and House Agricultural Committees, A copy 
of such resolution is attached herewith. 

(The material referred to is as follows :) 

To all production credit associations and members of Senate and House Agri 
cultural Committees 

A meeting of North Dakota Production Credit Associations’ directors and 


secretaries was held at Fargo, N, Dak., on April 13, 1955, to consider Senate bill 
No. 1286 and House bill No. 5168 and letters pro and con from associations 
located at Danville, Ill., Valley, El Campo, Gonzales, San Angelo, and Waco, 
Tex., and Osceola, Ark. 

After careful consideration the following recommendations and conclusions 
were arrived at: 

That a letter be sent to all members of the Senate and House Agricultural 
Committees and all production credit associtaions in the United States setting 
forth such recommendations and conclusions. 

1. It was unanimously agreed that in view of the differences of opinion 
expressed that there definitely is not unity in all districts regarding the pro- 
posed legislation. That while the proposed legislation has some sections that 
are satisfactory, it has other sections that are not, basing our views on the 
fact that production credit associations are over 21 years old and the system is 
almost fully owned by the farmers themselves, and should be no longer considered 
wards of the Government. 

It is our opinion that the present legislation is not in the best interest of the 
associations, therefore we recommend more study and time so that the asso- 
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ciation members themselves will be sure that the legislation when finally 
enacted into law is going to be for the benefit of agriculture and in the best inter- 
ests of all of the associations. 

2. It is further felt that the need for a corporation in 1933 and 1955 are entirely 
different. That if the corporations are purchased and owned by the associations 
that such corporations be the representative voice of the associations instead 
of a dictatorial agency of the Farm Credit Administration from Washington 
down. 

8. That the corporations, when and if purchased, be streamlined down to the 
actual needs of the associations. 

It is our further belief that the associations are qualified to run their own 
business, not overlooking the need for some general supervision and coordina- 
tion of policy throughout the United States with the thought always in mind 
to keep the system strong from the grassroots up instead of weak from the 
top down. 

We agree there is need for supervision to which we do not object, but in our 
opinion this legislation borders on dictatorial instead of supervisory policy. 

We do not believe the associations can or should take on this financial load 
for the reason that there is serious question whether the corporation is needed 
in its present form. Therefore, it is our belief that before assuming a lot of 
future obligations the associations should ascertain what the cost is going to be 
in comparison to benefits to be derived. 

Except for the amendments in the present bill, it is our opinion that the pro- 
posed law fails to make any favorable changes except to saddle the costs on 
the associations, which in our opinion, is excessive. A $3 million asset asso- 
ciation in the Saint Paul district would pay a possible $5,000 at the end of 10 
years for the annual cost of operating the corporation, while we understand 
a national bank of $814 million in assets in the district pays a total cost of 
$600, including examination and supervision and in addition receives 6 percent 
return on their investment in the Federal Reserve Bank while an association 
would receive no return on its investment in the corporation. 

We strongly urge that the present bill be pigeon-holed in committee until 
such time as the associations agree on a bill satisfactory to the associations. 

Respectfully yours, 
FARMERS PRopUcTION CREDIT AssocIATION, Grand Forks, N. Dak. 
FarGo Propuction Crepit ASsocraTIon, Fargo, N. Dak. 
GRAFTON PRODUCTION CrEDIT ASsocIATION, Grafton, N. Dak. 
MANDAN PropuUCcTION Crepit AssocraTiIon, Mandan, N. Dak. 
MINoT PrRopUCTION CREDIT ASSOCIATION, Minot, N. Dak. 


The Production Credit System was set up in 1933 to serve agri- 
culture with a dependable source of credit that, up to that time, 
was not available to agriculture. I am sure it was the intention of 
Congress at that time that the control and ownership of the asso- 
ciations should be placed in the hands of the users at the earliest 
possible date. 

In June 1954, at our directors-secretarys conference, we were sud- 
denly faced with a package proposition for the purchase of the Pro- 
duction Credit Corporation by the associations. To my knowledge, 
no prior formula had been given to the associations for study so 
that directors could study what they were asked to purchase. Many 
directors were unable to grasp the magnitude of the whole picture 
and found it difficult to express themselves. 

After the directors arrived home to their respective associations, 
this whole thing began to take form in their thinking, and mis- 
understanding and confusion resulted. Much of it, we believe, is 
the result of the fast action that was demanded on such a large under- 
taking. They have become suspicious of “why the rush” at this 
time. 

Associations had no sooner ventured on a totally farmer-owned 
basis when they were met with the package deal presented at the con- 
ference. As we see it, the associations are asked to purchase some- 
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thing in which the whole program is laid out by the seller and the 
buyer has not been given the full opportunity to think the whole 
thing through. It does not appear to be entirely democratic wherein 
each unit has had the opportunity of expression. The program is 
a tremendous one reaching into the millions and affecting a large 
number of associations. It might mean the difference of success or 
failure to the entire program. 

It is our understanding that the proposed 1955 act was drawn by 
the Farm Credit Administration, and in February and March 1955, 
the directors and secretaries in conference in various cities in the St. 
Paul district were briefed on the Legislation by Corporation officials. 
In fairness to the Corporation officials in St. Paul, they did a good 
job on part of the bill, but on other portions of the bill they were more 
guilty of the sins of omission than the sins of commission. 

No understandable breakdown of the cost to the associations was 
explained to the directors. No information was given comparing the 
proposed costs of supervision and that of our competitive national 
banks, which operate through the Federal Reserve System. It was 
necessary for us to ferret that information out by ourselves later. 

Although the bill proposes to increase borrowers participation in 
the management and control of the system, in our opinion, it is doing 
just the opposite. 

Therefore, in all due justice to every production credit association 
in the United States, we trust Congress will yield to the wishes of 
those who have labored these twenety-odd years in building up a truly 
farmer-owned credit system and extend the time in the enactment of 
this legislation. I am referring only to the purchase not the amend- 
ments. Weare for all of the six amendments. We believe for the pres- 
ent at least the associations are only asking for extension of time for a 
thorough study to see if agreement can be generally arrived at to fit 
the need of this change in PCC ownership and control. This is not an 
unreasonable request of Congress. This legislation has to take into 
consideration the long pull effect and avoid anything that will dam- 
age a program which has met the challenge put to the farmer back 
in 1933. 

If the associations are given more time, we are satisfied that the 
associations throughout the United States can and will get together 
and draft such proposed legislation which, in our opinion, will be 
strong from the grassroots up instead of weak from the top down. 

We want to assure the members of this committee that we do not 
want to be known as obstructionists but we do want you to know that 
we need more time to present proposed legislation that will be in the 
best er of the associations and the agricultural economy in 

neral. 
ve also concur, in general, with detailed briefs submitted by the 
Texas Production Credit Association opposing this legislation. 

I want to make a few more remarks, if I may. These are going 
to bear on some of the other things brought out here by some of the 
members. Particularly, I had the opportunity to sit and listen to 
witnesses at the Senate hearing, so what I am saying here is from no 
doubt the same testimony that was presented to this committee. I am 
amazed at the generosity shown by witnesses for the proponents with 
the association’s money. Everybody seemed to be in favor of the bill. 
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There were a number of farm organizations. But I think they did 
not fully understand it. That is why I wanted that in there. 

It has also been stated by the proponents that the annual cost to 
the associations would amount to about one-fourth of 1 percent on 
outstanding volume. In our association at Mandan, N. Dak., that 
would amount to $7,500 annually. In our letter to associations, we 
estimated the cost at $5,000. 

In our bank at Mandan, we have a bank at Mandan with $8% mil- 
lion in assets. That bank paid last year a supervision cost of $600. 
Our association has a little over $314 million in assets, and we would 
be payin , according to this, $7,500. I want to clear up another thing 
as I go along here. We do not think that we can get by with as low 
a supervision, and do not expect to, as a bank. We think we need 
more supervision. But, certainly, we do not think we ought to pay 
10 times as much, because when you do, you are driving yourself right 
out of the competitive market, and the farmers are the ones that have 
to pay this bill. 

Under section 4, subdivision (b), the law states, 

Pxpenses of each PCC shall be allocated in such manner and amounts as shall 
be determined by the board of directors of the corporation, and shall be paid 
by the PCA’s of the district. 

‘What protection has a prudent association under these conditions? 

It will also be stated that we will only pay a nominal amount during 
the next 2 years, if we do accept the program as it is right now. The 
delay in payment does not alter the case. The difference between what 
the capital stock in the PCC earns and the cost of operating the cor- 
poration, will come out as surplus which, in our opinion, indirectly 
takes it away from the PCA’s. 

We also dispute the statement in previous testimony that the vast 
majority of the associations approve the proposed legislation. We 
understand that the chairman of the advisory committee just re- 
cently, and within the last 10 days, had a recent poll which showed 
that close to 100 associations opposed the bill, and others did not 
answer. 

In Minnesota, with 21 associations that I understand originally ap- 
proved the plan, and I repeated that before, more than half of them 
in the last 2 weeks have reversed their position. I am wondering if 
the questionnaire that was sent out to all of the associations had 
revealed the costs to the associations and some of the other things 
that we have learned, whether the answer might have been the same. 

But even so, Mr. Chairman, this program is too important to have 
about one-fourth of the people dissatisfied with it. We want more 
unanimity than that. We need more agreement with the program. 

As TI stated before, all that we are asking is that the system is too 
important to the agricultural economy to have it start off on the wrong 
foot in this manner. : 

I have just a couple of other remarks here. I would like to say a 
few words about this surplus deal. I spent about 10 years, almost 10 
years, of my life in liquidating closed banks. I know a little about 
what the banks have gone through. I appreciate the fact that we 
have had a very benevolent Government. This Government has been 
very good to production credit and it has been very good to banks. 





154 FARM CREDIT ACT OF 1955 


I listened to testimony by the American Bankers Association the 
other day, wherein they opposed this surplus being retained by the 
production credit associations. I should like to ask the American 
Bankers Association if they are in agreement, if they will at the same 
time agree, to turn back the surplus that they earned during the time 
the Government helped them. We do not expect them to return that, 
and we do not want ours returned either. We feel that what is sauce 
for the goose is sauce for the gander. We feel there is fairness there. 
It was a case of where this benevolent Government helped us during 
an emergency, and we feel that both the banks and the associations are 
entitled to the surplus that was earned by help that they received 
by stock at that particular time. 

Unless there are some questions, I think I have covered what I 
wanted to say. 

Mr. Marruews. Mr. Chairman, would the gentleman yield for a 
second ¢ 

The Cuatrman. Yes, sir. 

Mr. Marruews. If the Production Credit Corporation takes over 
the production credit associations, which some of you gentlemen seem 
to think would be the case the way this bill it written, do you think 
there might be less of an opportunity for the production credit asso- 
ciations to control that surplus? Would you have some fear about 
maybe the supervising agency turning too much of the surplus back 
into the Government’s hands on the basis of the testimony, say, of 
the American Banking Association? Would that not be another fear 
about this bill that you might have if title 2 were passed ? 

Mr. Larson. I do not have any fear with the present Board. I 


think they are going to try to do the right job. But I feel that this 
bill does not spell out in detail protection enough for the associations. 
In other words, you may have a bill that can do good, but ny the 


same token it may do harm. We are still human beings. There- 
fore, I feel that the bill as drawn at the present time does not 
have the necessary safeguards for the protection of the production 
credit associations. I want it understood and perfectly clear that 
we have no objection to any part of the bill except the purchase 
of the Corporation at this time. I understand that they are going 
to go into the matter of trying to purchase the Federal intermediate 
bank within the next few months, Why would it not be just as well 
to just pass all the rest of this bill, if it agreeable with you, and just 
leave this one section out, and give us that much more time! That 
is all that we are asking. 

Mr. Anpresen. You mentioned the attitude of the production 
credit associations of Minnesota. To state quite frankly, I have 
not heard one way or the other. I have sent out copies of the bill 
to the Production Credit Association at Blooming Prairie. You 
probably are acquainted with it. I have not heard Pom the gentle- 
man I sent that to. He is still running the PCA in that area. 

Mr. Larson. He was the NFLA secretary there, too. 

Mr. ANnpgersen. These parties that have authorized you to speak 
for them, I have not heard from them either for or against the bill. 

Mr. Larson. I might say this, Mr. Andresen, in explanation, and 
this is no fault of the Corporation. I think the boys in St. Paul 
are mighty fine fellows. We have no criticism of the personnel. 
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We have worked in close harmony with them all the time. We think 
they are wonderful fellows. But we want to be sure that we can do this 
job. I am so sold on this production credit system that I do not 
want to run any chance of having the farmers lose it in any possible 
way. It is the finest system that was ever set up, in my book, for 
agricultural credit to the ordinary farmer. 

I just want to say that there is no fault why some of this infor- 
mation was out. We concluded our directors conferences in the St. 
Paul district on March 7 and 8. We never received the bill until, 
as I remember, the last part of March. So the bill was not drawn. 
It was pretty hard for a group of directors to get out and endorse 
something that they did not even see. They were told that this 
was it, but they did not know. For that reason, I am trying to impress 
on this committee the importance of just a little bit more time. 

The Cuarrman. Thank you very much, Mr. Larson. 

The next witnesses are Mr. Walker and Mr. Smith. 


STATEMENTS OF W. D. WALKER, PRESIDENT, AND CARLOS VAL 
SMITH, SECRETARY-TREASURER, WACO PRODUCTION CREDIT 
ASSOCIATION, WACO, TEX. 


Mr. Poage. May I state that Mr. Walker is one of the finest farmers 
in our section of the country. He is also one of the fine leaders of 
the association. Mr. Smith does the detail work in running the 
Production Credit Association, and does a good job of it. 

The CHarrMan. We are very glad to have both of you gentlemen 


here, whether you are from Waco or some other place. 

Mr. Poags. I wanted you to know that you have a real farmer here. 

Mr. Watxer. Thank you, Mr. Poage. 

The CHarrMan. We are very glad to have you gentlemen. 

Mr. Waker. Mr. Chairman, I am in company with Mr. Canning, 
Mr. Smith and others. We are appearing in opposition to title LI, 
and particularly 201. Our association and others whom we repre- 
sent desire additional time to permit the PCA’s of the Nation to 
study the problem and evaluate the proposed plan and develop at- 
tention to alternate legislation. 

I am going to ask Mr. Smith to read our statement. 

The Cuarrman. All right, Mr. Smith. We shall be glad to hear 
you, 

Mr. Smirxn. Mr. Chairman, and members of the committee, if I 
may, I would preface the reading of the statement by saying that we 
deeply appreciate the opportunity of appearing before you. We are 
not, as you, I am sure, realize, habitual lobbyists and we know nothing 
about the science or the art of lobbying. Rather, we are businessmen 
and farmers who are deeply interested in the production credit system, 
and we want to see it continued to follow out the original philosophy 
of the Farm Credit Act, and particularly that of the Farm Credit 
Act of 1953, which we supported and in which we believe. 

I will also say that we have been working on this problem for a long 
time. That is, we have been thinking about it and talking about it. 
I happen to be one of the secretary-treasurers who started out with the 
production credit system at the very beginning. I have served our 
association since February 9, 1934, when we opened our doors for 
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business. If I may be pardoned the expression, the thing is at least 
partly my baby. I have had part in bringing our association up from 
an invested local capital of $25 to a capital surplus of over $400,000. 

Our association is not one of those very rich associations, nor very 
prosperous associations. It is an association, you might say, of the 
middle class. We serve at present a membership of over 1,100. Yet 
our loan volume is, right now, slightly over $1.5 million. So you can 
see that we are definitely trying to follow the philosophy of serving 
as many good farmers as possible without a primary regard to the mat- 
ter of profits and earnings. 

With that preface, 1 would like to read the printed statement. I 
suppose you gentlemen all have copies of it. 

entlemen, my name is Carlos Val Smith, of Waco, Tex. I am 

secretary-treasurer of the Waco Production Credit Association, and 
my colleague, Mr. W. D. Walker, is president. We have come, along 
with Mr. Phil H. Lane and Mr. J. R. Canning, from the Texas Produc- 
tion Credit Association, of San Angelo, Texas, and others, to present 
our views to your committee regarding the proposed Farm Credit 
Act of 1955, Senate bill 1286 and H. R. 5168. Several associations of 
our district, the tenth farm credit district, have requested Mr. Walker 
and me to represent them at this hearing, in cooperation with Mr. 
Canning and Mr, Lane. Those from whom we have received written 
requests are: The Austin, Bryan, Brenham, Laredo, San Saba, and 
Uvalde production credit associations. Others have requested us ver- 
bally to represent them. We shall confine our remarks to Title II of 
the bill which deals with the production credit system, 

Condensed statement of views: We are attaching a statement of 


views in detail, as approved 7 our board of directors. 
(Statement referred to follows:) 


STATEMENT OF Views oF Waco Propuction Crepir AssocIATION, Waco, TEx., 
BoaRD OF DIRECTORS ON THE PROPOSED LEGISLATION AFFECTING THE PRODUCTION 
Crepit SYSTEM AS EMBODIED IN THE FARM Crepit Act or 1955—Titie II or 
SENATE BIL 1286 anp H. R. 5186. 


A. THE PROPOSAL TO BUY THE PRODUCTION CREDIT CORPORATIONS 


Section 201 of title 11, which contains the plan for purchase of the production 
credit corporations by the production credit associations and the gradual as- 
sumption of the expenses of the corporations by the associations, does not agree 
with our views nor with the views of the majority of the associations of the 
10th district. We strongly object to this section on the following grounds: 

(1) The Purchase of the production credit corporations alone, without the 
Federal intermediate credit banks, would impose a heavy burden on the asso- 
ciations. The corporations are nonincome institutions, whereas the banks are 
income-producing institutions, If we can take them both over at the same time, 
we can expect the income from the banks to offset the expense of the corpora- 
tions in whole or in part. If we take over the corporations alone, as this sec- 
tion provides, they will be a dead expense to the associations, many of which 
are not in position to absorb this expense with their present income. The 36 
PCA’s of this district, with a membership of over 33,000 farmers and ranchers, 
went on record through their district committee on September 13, 1954, as 
favoring the simultaneous purchase of the production credit corporations and 
the Federal intermediate credit banks. As a matter of practical business, we 
cannot see the wisdom of buying the institution that will cost us money and 
not buying the one that will pay us an income. 

(2) The policy of the Congress, as declared in the Farm Credit Act of 1958 
and repeated in the preamble of 8. 1286 and H. R. 5168, is to increase borrower 
participation in the management and control of the Federal farm credit system. 
In our opinion, section 201 goes contrary to this policy, because it fails to make 
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any provision whatsoever for increased control by the associations over the 
corporations which they are expected to purchase. The present arrangement, 
in which the associations elect 2 representatives on the district farm credit 
boards, consisting of 7 members, give the PCA’s only a two-sevenths representa- 
tion, which certainly is not control. The 36 associations of this district have gone 
on record through their district committee, as being unwilling to enter into 
any plan for the retirement of the Federal capital in the institutions unless a 
separate board of directors, to be elected by the associations, is provided for the 
control of the institutions to be purchased. 

Section 201 gives the production credit corporations the power to decide the 
amount of capital which each association shall invest in the corporation’s stock 
and the amount of the corporation’s expenses the association shall pay. No 
maximum amounts are mentioned, and there is no provisioin that the corpora- 
tions shall even consult the associations as to the amount of such required invest- 
ments or expenses to be paid. This, in effect, would give the corporations the 
power of life and death over the associations for they would not only control the 
association’s investments, loan policies, collateral requirements and interest rate, 
as they already do, but in addition would have the power to tap our capital and 
earnings at will, without restriction. This obviously does not increase borrower 
participation in the control and management of the Federal farm credit system. 
It is a step in the opposite direction. 


B. THE PROPOSAL TO PERMIT PAYMENTS OF DIVIDENDS ON CLASS-A STOCK BY PRODUC- 
TION CREDIT ASSOCIATIONS IRRESPECTIVE OF DIVIDENDS ON CLASS-B STOCK 


Section 202 provides that dividends may be paid on class-A and class-B stock 
without preference or on class-A stock alone, as the board of directors of the 
association may determine. This is a reform that we have long wanted, and we 
strongly urge its adoption. 

In this connection, we believe sections 203 and 204 are necessary to make it 
possible for the associations to benefit by section 202. Without the removal of 
the requirements for a guaranty fund and a reserve for bad and doubtful debts, 
as provided in sections 203 and 204, many, and perhaps most, of the PCA’s would 
be unable to pay dividends on their class-A stock for a long time to come. 

We feel, however, that sections 203 and 204 may be susceptible to misinter- 
pretation by the Bureau of Internal Reyenue to mean the abolition of the right 
to build and maintain a “Provision for bad debt losses” account, which is now 
standard practice among the PCA’s, If this should occur, the Bureau might 
order the associations to discontinue this account, to return their provision for 
bad debt losses to surplus, and to pay the Federal income tax, with penalties, 
on the amount set up therein. We believe this can be avoided by the addition 
of a clause something like this: 

“Nothing in this act shall be construed as prohibiting the creation and main- 
tenance by production credit associations of a ‘Provisions for bad debt losses’ 
account, in accordance with a formula adopted by their board of directors and 
approved by the production credit corporation of their district; which account 
shall be treated for purposes of the Federal or other income taxes as operating 
expense.” 

C. GENERAL REMARKS 


In our opinion, section 201 of title II should be rewritten to provide for: 

1. Ownership of the Federal intermediate credit banks and the prodution 
credit corporations to be taken over by the PCA’s gradually over a 10-year period, 
and simultaneously, with provision for additional time to be given in districts 
where drouth or other unfavorable conditions make it necessary. 

2. Control of the two institutions to be vested in a 5-man board of directors, 
on which the associations would have representation proportional to their invest- 
ment and increasing by stages as their ownership increases, until finally, when 
the institutions are wholly owned by the PCA’s of the district, the board of 
directors will consist of men elected by the associations. For purposes of co- 
ordination, it should be provided also that two of the members of the 5-man 
separate board shall be the same men as the two PCA-elected members of the 
district farm credit board. (See the proposal attached, which outlines this plan 
in detail.) 

If-it proves impracticable or impossible to rewrite section 201 as above recom- 
mended, we would strongly urge its deletion from the bill. 


63138—55——-11 
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Failing in this, we would rather see the entire bill retained in committee and 
not brought to a vote on the floor of either the House or the Senate. It would 
be better to delay passage of the bill than to rush it through in its present form 
and thereby work a hardship on the production credit associations of the Nation. 
If the bill is side-tracked in this session of Congress, our association and the 
others of our district will submit proposals for acceptable legislation through our 
district and national committees to the Federal Farm Credit Board that will be 
in keeping with the spirit of the policy of the Congress as declared in the Farm 
Credit Act of 1953. 

Respectfully submitted. W. D. Waker, President. 


Waco PRODUCTION CREDIT ASSOCIATION, Waco, Trex., PROPOSAL FoR ESTABLISHMENT 
Or SEPARATE BoArps oF DiIRECTORS FOR THE FEDERAL LAND BANKS, THE BANKS 
FoR COOPERATIVES, AND (JOINTLY) THE FEDERAL INTERMEDIATE CREDIT BANKS 
AND THE PROpuCTION CREDIT CORPORATIONS: AND FOR CORRELATION OF THESE 
Boarps WITH THE Existine Disrricr FarM Crepir Boarps 


Providing for retention of the existing 7-man District Farm Credit Boards; 
for establishment of a 5-man board of directors for each of the 3 systems in 
each district ; for the District Board to have 2 members in common with each 
separate institutional board for purposes of correlation; and for the asso- 
ciations to acquire gradually a representation on their respective separate 
boards, proportional to their ownership, as their investment increases. 


It is proposed that legislation be enacted by the Congress to provide that 
separate boards of directors be established for the three cooperative agricultural 
credit systems of each Farm Credit district, as follows: 

1. The Federal land bank. 

2. The bank for cooperatives. 

8. The production credit system (meaning the Federal Intermediate Credit 
Bank and the Production Credit Corporation, whether merged or as separate 
institutions). 

The establishment of a separate 5-man board of directors for any 1 of the 
3 above-named systems shall occur when the local associations that are members 
of that system shall have acquired (through retirement of Federal capital and 
purchase of capital stock) at least a one-fifth interest in the capital stock of their 
institution. 

In the case of the Federal land banks, since all their capital stock is owned 
by the national farm loan associations, the separate board of directors would 
be established within 30 days after the effective date of this amendment. Also, 
since the Federal land bank system is wholly member-owned, its board of directors 
would from the start be composed of members elected by the NF'LA’s, that is, 
the two NFLA elected members of the district board plus 3 others. 

For the other two systems, the cooperative bank system and the production 
credit system, the membership of their respective 5-man boards of directors 
would change progressively in 5 stages, as the local associations acquire owner- 
ship of the capital stock of their respective district institutions. To make this 
plan clear, the status of the board of directors of the production credit system, 
of a district is outlined in 5 stages, by way of illustration : 

Stage No. 1: When the production credit associations of the district have 
acquired ownership of one-fifth of the capital stock of the Federal intermediate 
credit bank and the production credit corporation of the district (whether they 
be separate corporate entities or combined into one), the conditions will be met 
for establishment of a separate board of directors. At this stage, the board will 
consist of — 

One PCA-elected member of the district farm credit board. This should 
be the member whose term as a member of the district board expires sooner. 

Four appointed members. Two of these would be the appointed members 
of the district board and the other two would be appointed by the Farm 
Credit Administration from nominees submitted by the district board. 

Stage No. 2.—When the PCA’s of the district have acquired ownership of two- 
fifths of the capital stock of the FICB/PCC, one of the appointed members of 
the board of directors who is not a member of the district farm credit board 
would go off and the PCA’s would get another elected member in his place. This 
would be the other PCA-elected member of the district board. The board of 
directors would then consist of— 
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The two appointed members of the district board. 
One additional member appointed by the FCA. 
The two PCA-elected members of the district board. 

Stage No. 3—When the PCA’s have paid for a three-fifth interest in the 
FICB/PCC of the district, the other appointed member (not on the district board) 
would drop off the board of directors and would be replaced by a director elected 
by the PCA’s. The Government and the PCA’s would each be represented in 
direct proportion to their relative financial investments in the institutions, 
The resulting board would consist of— 

The two appointed members of the district board. 
The two PCA elected members of the district board. 
One director elected by the PCA’s, not on the district board. 

Stage No. 4.—When the PCA’s have acquired a four-fifth interest in the capital 
stock of the FICB/PCC of the district, they would be entitled to four elected 
representatives on the board of directors. Accordingly, one of the appointed 
members of. the district board would go off the institutional board and would 
be replaced by a fourth director elected by the PCA’s. The resulting board would 
give the Government one-fifth representation and the PCA’s four-fifths repre- 
sentation, in proportion to their investments. It would consist of— 

One appointed member of the district board. 
The two PCA-elected members of the district board. 
Two directors elected by the PCA’s, not on the district board. 

Stage No. 5.—This is the final step, when the PCA’s have paid in full for the 
institutions, They are therefore entitled to 100 percent control of the board of 
directors, since the Government will no longer have a financial interest. There- 
fore, the final appointed member of the district farm credit board will go off the 
board of directors of the institutions, and he will be replaced by a fifth director 
elected by the PCA’s. Thus the associations will have completed the progressive 
assumption of control along with their assumption of ownership, and the board 
would then consist of— 

The two PCA-elected members of the district board. 
Three directors elected by the PCA’s, not on the district board. 

(See the attached diagram showing how the boards would be constituted 
and interrelated in the final stage.) 

By a similar proces, the cooperative associations that are stockholders in 
or subscribers to the guaranty fund of the Banks For Cooperatives would progres- 
sively acquire ownership of the banks and proportional representation on their 
separate boards of directors. There is one difference, however, since the coop- 
erative associations presently have only one elected representative on the district 
farm credit board and, according to the law as it now stands, would not get a 
second elected representative on the district board until they own two-thirds 
of the capital stock of the bank for cooperatives of their district. Because of 
this, when the cooperative associations had acquired a two-fifth interest in the 
bank, they would elect the second director on their board instead of getting 
him from the district board. Then, when they had acquired a four-fifth interest 
in the bank, they would not elect their fourth representative, but would get him 
from the district board, for they would then have a second elected representative 
on the district board. 

The district board would retain the policymaking, supervisory, advisory, and 
co-ordinating powers and functions that it already has, but would transfer to the 
separate boards of directors of the institutions of the district all administrative 
powers and functions, including the election of officers, confirmation of ap- 
pointments salaries, interest rate and loan terms, subject to the general policies 
and regulations of the Farm Credit Administration. After the 3 systems in a 
given district had completed the process and become fully member-owned, the 
district board would have 1 member appointed by the Farm Credit Administration 
and 6 members elected by the local associations. This would give equal repre- 
sentation to the land bank system, the cooperative bank system and the produc- 
tion credit system and would give the FCA representation in the public interest. 
As stated before, the district board would have two members in common with 
each of the separate boards. It appears, therefore, that the proposed plan 
would give the three agricultural credit systems the autonomy they desire, while 
preserving the co-ordination so necessary to the proper functioning of our 
farm-credit system on a national scale. 

We invite careful study of this proposal, and shall appreciate having an opinion 
from any interested association or person. 
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Mr. Smirn. The following is a brief version: 

1, Section 201: Our association, along with 21 other production 
credit associations of our district, oppose the passage in this session of 
the Congress of section 201 of title II or any other legislation designed 
to retire the Government capital in the production credit corpora- 
tions and to shift the expense of their maintenance over on to the 
production credit associations. 

2. Section 202: We approve of this section, providing that pro- 
duction credit associations may pay dividends on class A and class B 
stock without preference or on class A stock alone, as the board of 
directors of the association may determine, and desire to see it enacted 
at this session of the Congress. 

3. Sections 203 and 204: We urge the addition of a paragraph 
similar to the one given in the attached statement of views, page 2, 
in order to obviate any difficulty or misunderstanding with the Bureau 
of Internal Revenue in regard to our “Provision for Bad Debt Losses” 
reserve. With this addition, we would favor the enactment of sections 
203 and 204. 

Here I will pause to say we have had some conversations with the 
Farm Credit Administration here in Washington on that particular 
point, and they have assured me that our fears in regard to the inter- 
pretation of this passage are groundless. I am inclined to defer to 
their opinion in that respect. So I am inclined to withdraw the sug- 
gestion with regard to the addition here on the strength of their as- 
surance that we have no need to fear a misinterpretation. However, 
the similarity of wording is there, the similarity of the two reserves, 
one which is called reserve for bad and doubtful debts and the other 
which is called provision for bad debt losses. The similarity is so 
great that it is going to take some careful explaining to keep the 
Bureau of Internal Revenue from getting mixed up over it and maybe 
causing us some trouble. 

We favor ownership and control. Let us make clear our position 
with regard to the policy of the Congress as declared in the Farm 
Credit Act of 1953: 

To encourage and facilitate increased borrower participation in the manage- 
ment, control, and ultimate ownership of the permanent system of agricultural 
credit made available through institutions operating under the supervision of 
the Farm Credit Administration. 

We supported the act of 1953 before its passage and we thoroughly 
agree with the policy just quoted. We state without reserve that when 
legislation is introduced that is in harmony with that policy, we will 
support it heartily. We do not, however, believe that section 201 of 
title II is in harmony with that policy, and we have stated our reasons 
in detail in the attached statement of views, page 1. 

Time is needed for further study. On February 2, 1955, at Lubbock, 
Tex., the production credit associations of our district went on record 
by a vote of 22 to 14 as desiring another year in which to try to 
harmonize the thinking of the PCA’s of the Nation and to produce 
a bill that would be acceptable to the majority of them and would 
be in harmony with the spirit of the act of 1953. 

Our association was one of the 22 who felt that more time is needed. 
We still think so. We believe that it would be a mistake for the Con- 
gress to dump the corporations in our lap, as this bill would do, 
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without any provision for “increased borrower a in-man- 
agement and control,” and'to do so would probably cause only dis- 
sension and dissatisfaction. If action on this proposition can be 
deferred until the next session of Congress, we promise to do every- 
thing we can to bring about a meeting of minds among the 
associations of our district and to cooperate in the preparation of 
legislation designed to enable the PCA’s to take over both institutions, 
the FICB’s and the PCC’s, concurrently, and with proper provision 
for the associations to acquire control in proportion as their owner- 
ship increases. 

There is no reason for haste, as we see it, just to get the fact of the 
corporations settled. The view has been advanced that we are under 
a mandate of Congress to take over the corporations right away. If 
such a mandate exists, then we are under an equally potent and urgent 
mandate to take over the Federal intermediate credit banks as well. 
Yet this bill makes no mention of the banks and provides for purchase 
of the corporations alone. The proponents of this measure will, no 
doubt, cite the lack of agreement among production-credit associa- 
tions with respect to the purchase of the banks, and in this we concur. 

We can assure you that there is equal lack of agreement with re- 
spect to the corporations. Our correspondence with the other asso- 
ciations of our district and with a number of those in other districts 
reveals a wide difference of opinion as to (1) whether we still need 
the corporations, (2) whether they are worth what they cost us, and 
(3) if we take them over, by what method shall it be done and how 
shall we establish effective control over them. 

We, therefore, respectfully ask the committee to delete section 201 
from the bill before it is reported out for a vote on the floor. We also 
invite your consideration to the other suggestions in the attached 
papers. The proposal for separate boards is included primarily to 
give you the result of our thinking to date on the problem of how to 
provide increased control for the associations when they embark on 
a program of buying the district institutions. It is not our idea to 
insist on this plan to the exclusion of others that may be equally work- 
able, but rather to show that we have already done some thinking 
toward the development of an alternative plan for the acquisition of 
the institutions and retirement of government capital. 

Our ideas about alternative legislations To our way of thinking, 
any plan that will suit a majority of the PCA’s and at the same time 
carry out the spirit of the Farm Credit Act of 1953 must include the 
following: 

1. Retirement of Federal capital and acquisition of ownership of 
both the FICB’s and the PCC’s sidnauieiealy, on a unified plan and 
over a sufficiently long period of time to prevent hardship to the asso- 
ciations with similar resources and income. 

2. Determination by districts of the question whether to continue 
the production credit corporation of the district, to liquidate it, or to 
consolidate it with the Federal Intermediate credit bank of the dis- 
trict, by a majority vote of the production credit associations of the 
district, each association voting according to the number of its class 
B stockholders. 

3. Provision for progressive assumption of control to go along with 
increasing ownership by the PCA’s, in such a way as to give the Gov- 
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ernment and the associations representation in proportion to their re- 
spective investments. 

Amendment impracticable: I think you can readily see that the 
amount of study needed to prepare legislation of this kind makes it 
impracticable and unwise to amend section 201 and to attempt its 
enactment in this session. Not only study but a free interchange of 
views among the associations is needed to bring about a closer agree- 
ment on the methods to be adopted for carrying out the act of 1953 
as it relates to the production credit system. Only by taking our time 
and working intensively at the job can we hope to produce a measure 
that will be for the best interests of the farmer-borrowers of the 
system—and surely they are the people who deserve most consid- 
eration. 

We, therefore, strongly urge that no affirmative action be taken by 
the Congress at this session on the proposal to purchase the produc- 
tion credit corporations. 

Respectfully submitted by: Carlos Val Smith, Secretary-Treasurer, 
and W. D. Walker, President, Waco Production Credit Association, 
Waco, Texas. 

The Cuarmman. Mr. Smith and Mr. Walker, we appreciate very 
much your statements. Iam sure they will be aac carefully by 
all members of the committee. 

Do either one of you desire to make a further statement? 

Mr. Smiru. No, Mr. Chairman. Thank you very much. 

Mr. Wacker. Thank you, Mr. Chairman. 

The Cuarrman. Thank you. The next witness will be Mr. Wil- 
loughby. 


STATEMENT OF RAY W. WILLOUGHBY, FIRST VICE PRESIDENT 
AND DIRECTOR, NATIONAL FINANCE CREDIT CORP., SAN ANGELO, 
TEX. 


Mr. Wit.ovcusy. I am Ray W. Willoughby, Mr. Chairman. 

Mr. CuHairman. Mr. Willoughby, we are delighted to have you be- 
fore the committee. 

Mr. Witzovcnpy. Thank you, Mr. Chairman. I have been before 
the committee many times and have always enjoyed it. 

I would like to say at the outset we have in Texas nine organiza- 
tions that finance agricultural people called OFI’s. That is Old Fi- 
nancing Institutions. We discount paper with the Federal interme- 
diate bank. That is our source of credit. 

I will confine my comments to title II of this House bill 5168. 

My name is Ray W. Willoughby. I am a ranchman and farmer 
in my own right. I live at San Angelo, Tex. I am the first vice 
president and a director of the National Finance Credit Corporation, 
one of the OFT’s, with offices in Fort Worth and San Antonio, Tex. 

To the House Agriculture Committee and to the Members of Con- 
gress: There are in Texas nine privately owned livestock loan com- 

anies which discount livestock paper with the Federal Intermediate 
Credit Bank of Houston. These loan companies are referred to in 


Texas as the Old Financing Institutions or OFI’s. Naturally, we 
are interested in any legislation that may in any manner ultimately 
affect the Federal intermediate credit banks; and we respectfully 
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present this petition against the passage of title II of S. 1286 and its 
companion legislation in H. R. 5168. 

The declared policy of Congress: 

The declared policy of Congress is expressed in the Farm Credit 
Act of 1953 in the following language: 

It is declared to be the policy of the Congress to encourage and facilitate in- 
creased borrower participation in the management, control, and ultimate owner- 
ship of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administration, 
and the provisions of this act shall be construed in keeping with this policy. 
The Federal Farm Credit Board hereinafter provided for shall within 1 year 
after appointment make recommendations to the Congress of means, supple- 
mental to those provided by this act, of carrying into effect such declared policy, 
including, but not limited to, means of increasing borrower participation in 
ownership of the Federal Farm Credit System to the end that the investment of 
the United States in the Federal intermediate credit banks, production credit 
corporations, Central Bank for Cooperatives, and regional banks for coopera- 
tives may be retired. 

I might say that my testimony will be very much the same as these 
other witnesses inasmuch as we are pleading for time to study this 
thing to try to come up with a workable program that will be ac- 
ceptable to the PCA’s and the PCC’s, the OF I’s and to both Houses 
of Congress. That is my principal plea here today. 

I would like to tell you, though, why the OFT’s are interested in 
this legislation. 

We submit we have a right to be interested, when last year we had 
outstanding on December 31, 1954, $18,369,099.20 of loans discounted 
with the FICB of Houston, while the 36 production credit associa- 
tions in Texas had $54,828871.48 discounted with said bank. 

While we are only one-fifth in number we had one-fourth of the 
discounts. Eight of the nine financing institutions for which we are 
speaking have been discounting with the Federal Intermediate Credit 
Bank of Houston for more than 25 years. Two of these institutions 
have been discounting with the bank since it was organized in 1923. 
We confidently believe and assert that we render beneficial financing 
services to many persons engaged in livestock production throughout 
the State of Texas. 

Pursuant to the Farm Credit Act of 1953, our committee was re- 
quested by the District Farm Credit Board of Houston to make rec- 
ommendations or proposals to it for legislation to provide for the 
acquisition of the capital stock of the Federal Intermediate Credit 
Bank of Houston by the PCA’s and OFI’s of Texas. We prepared 
and submitted such proposals, and as a part of which we made the 
following recommendation : 

In keeping with the declared policy of Congress for borrower participation in 
management and control, we concur in the view which has been expressed during 
the past several years by the General Accounting Office, that there is no longer 
any need for the continued existence of the production credit corporations. It 
is our position that these corporations have served their purpose, and that the 
production credit associations are so well established that the maintenance of 


a separate supervisory authority is and would be a useless expense. Therefore, 
we recommend that the production credit corporations be liquidated. 


We are opposed to this legislation because: 

Title II in the proposed legislation does not carry out the wishes 
of the Congress as expressed in the Farm Credit Act of 1953. In 
that act Congress requested the Farm Credit Administration to make 





FARM CREDIT ACT OF 1955 165 


recommendations to Congress of means supplemental to that act for the 
retirement of the Government capital in all of the farm credit banks 
and corporations, while the proposed legislation deals with the banks 
for cooperatives and production credit corporations, and does not 
contain a plan for the retirement of Government capital in the Federal 
intermediate credit banks. We submit that the intermediate credit 
banks are a most vital and necessary part of the system and legislation 
should not be enacted without taking such banks into consideration. 

We are unable to ascertain what plan the Farm Credit Administra- 
tion may have or propose for retiring the Government capital in the 
Federal intermediate credit banks, and the financing institutions which 
we represent believe that if the bill is passed as written it would place 
our institutions in an unfavorable position in working out a sound 
plan that would be satisfactory to the production credit associations 
as well as our institutions. If the PCA’s are required to retire the 
capital of the PCC’s and then have to furnish the expenses of main- 
taining the PCC’s, it may be that the PCA’s would not then be finan- 
cially able to participate in any reasonable plan for the retirement of 
the capital of the credit banks. 

We think that this bill would place an undue burden upon the farm- 
ers and ranchers of the country for the cost of supervision and ac- 
tivities of the production credit corporations, which in our opinion are 
most certainly no Jonger necessary. The best information available 
to us indicates that the cost to continue these production credit corpo- 
rations nationwide would be about one-fourth of 1 percent of the 
average outstanding loans, or approximately $1,600,000, as indicated 
in current appropriations for 1956. 

This cost necessarily would be passed on to the farmers and ranch- 
ers who must borrow funds from the production credit associations. 
We submit that Congress should carefully consider the maneuvers of 
the officials of the PCC’s to perpetuate their positions, irrespective of 
the needless cost to the farmers and ranchers. 

Our borrowers reside in the same communities and face the same 
problems of drought, floods, and depressions as the borrowers of the 
eee ae credit associations, and we have not found it necessary to 

ave a supervising agency to direct our lending activities. We do not 
believe that the management of the institutions which we represent 
have any special knowledge not possessed by the management of the 

roduction credit associations. Since the Federal Intermediate Credit 

ank of Houston was organized, the OFI’s which have been redis- 
counting with it have enjoyed a marked degree of success in their op- 
erations. This was done without any specific supervision being exer- 
cised over them by the Credit Bank, other than periodic credit exami- 
nations and the establishing of general policies to be observed and 
followed. Consequently, in the hght of our experience, we feel that 
the Congress should not place this additional financial burden upon 
the farmers and ranchers who finance their operations through the 
production credit associations. 

You will recall that the Commission on Organization of the Execu- 
tive Branch of the Government, the Hoover Commission, in March 
1949, made a report to Congress in which it recommended that the 
Federal intermediate credit banks and the production credit corpo- 
rations should be consolidated along with the banks for cooperatives. 
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The Hoover Commission in a report to Congress in March 1955 
recommended— 

That the production credit corporations be liquidated, and that pending 
liquidation they deliver their holdings of Government bonds (which amounted 
to ee on June 30, 1954) to the Treasury in return for non-interest-bearing 
credits. 

You are also familiar with the recommendation of the General 
Accounting Office which has in the past recommended to the Congress 
that the production credit corporations be discontinued and their 
capital be returned to the Treasurer of the United States. 

The Texas Bankers Association, at their meeting in May 1954, 
passed a resolution in favor of eliminating the PCC’s. 

What further evidence do you need to cause you to be wary of 
ae to now perpetuate the PCC’s? 

‘urthermore, at its meeting on March 25, 1955, the District Farm 
Credit Board of Houston passed the following resolution : 

The board gave consideration to the new farm credit bill, S. 1286, and to an 
analysis of the bill made by the Farm Credit office * * * Motion was made by 
Mr. Sanders and seconded by Mr. Cardwell that the board go on record as 
opposing title II of Senate bill 1286 because it does not provide for the purchase 
and consolidation of the functions of the production credit corporations and the 
Federal intermediate credit banks. A recorded vote was called for, and Messrs. 
Cardwell, Davis, Kyle, Sanders, and Thompson voted in favor of the motion; 
Messrs. Farmer and Pumphrey voted in opposition to the motion. A further 
motion was made by Mr. Sanders, seconded by Mr. Cardwell, and carried, that 
a copy of the above action concerning title II of the bill be sent by the general 
agent to all production credit associations and OFI’s in Texas. 

That board has had long and intimate experience in directing the 
affairs of all the Farm Credit district banks and Corporation and in 
view of such experience they have apparently concluded that it would 
be better administration if the functions of the Federal intermediate 
credit banks and the production credit corporations were consolidated. 
And we submit that in such consolidation, the district farm credit 
boards should be given the right to eliminate such of the activities of 
the PCC’s as they may deem necessary, so as to reduce the expenses, 

The OFT’s are vitally interested in the district farm credit banks 
and corporations and believe that this bill should be delayed in order 
to give our institutions and the production credit associations an op- 
portunity to recommend a program that is sound and satisfactory to 
each of us. We feel that the proposed legislation has not had suf- 
ficient and unbiased study, and we respectfully request additional time 
to work out plans agreeable to all concerned. The proposals made 
by the OFT’s were formulated by the OFI’s committee with the auth- 
ority to exercise their own free judgment. Unhappily, the production 
credit associations did not have that freedom of action. Nevertheless, 
recently we have been advised that 22 of the 36 production credit asso- 
ciations in Texas have now voted to ask delay in the passage of this bill 
until a more satisfactory plan can be developed. Our institutions are 
in complete accord with such suggestion, and are happy to join with 
them in such request, firmly believing that the farm credit system 
will be the better served by such delay. 

Now, Mr. Chairman, if I may take about a minute, I will tell you 
what we are most fearful of. 

As I stated at the outset, I am here representing the OFI’s, these 
private lending institutions, and I would just like to add that you may 
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be wondering why the OFI’s are concerned about this House bill 
5168, since it apparently concerns only the PCA’s. 

However, here is the reason we are so vitally concerned : 

Congress has ordered Government capital to be withdrawn from 
the farm credit system as soon as practicable. When this is done, 
it will affect the OFI source of credit, the Federal Intermediate Credit 
Bank. Now, under House bill 5168, as we see it, the PCC will be a 
parent agente or corporation over the PCA. The PCC will con- 
trol the PCA capital, their bank account, through their powers of 
assessment and their complete operation through loan regulations pro- 
vided therein. 

If they control everything else, as provided for in this bill, they 
will also be in a position to vote the PCA Association in a block. When 
and if the PCA and OFI get ready to buy the Federal Intermediate 
Credit Bank we would find ourselves in a minority position in relation- 
ship to the control of the Federal Intermediate Credit Bank in every 
respect, including the election of Board of Directors. That would 
give us no real representation in something we will be expected to 
purchase with our private funds and participate in the upkeep, with 
no representation of any character. While, on the other hand, if the 
PCA had no parent organization over them, and they voted on the 
matters individually, differences of opinion in the system would follow 
the line of geographical location, types of loans made, and other com- 
mon interests. In that way OFI and PCA would be joined to each 
other and living together in a cooperative spirit. 

If the PCC are capitalized on the basis, as made possible by House 
bill 5168, the powers that be may decide that the PCC will purchase 
the Federal Intermediate Credit Bank whenever they see fit, which 
will leave the OFI out altogether. mar 

We already know that this is the thinking of some of the people 
here in Washington who have assisted in writing this legislation. 

Thank you very much. 

I would also like to insert into the record a proposed plan for 
the purchase of the Federal intermediate credit banks as prepared 
and approved by the nine private financing institutions having dis- 
count privileges with the Federal Intermediate Credit Bank of 
Houston. 

(The document referred to follows :) 

Sonora, Tex., May 14, 1954. 

We are attaching a proposed plan for the purchase of the Federal interme- 
diate credit banks as prepared and approved by the nine private financing in- 
stitutions having discount privileges with the Federal Intermediate Credit Bank 
of Houston. This plan is submitted for your information since it is expected 
that some type of legislation is to be considered by the Congress of the United 
States toward private ownership of the banks. 

For your ready information, the present capital stock of the Federal Inter- 
mediate Credit Bank of Houston is $5 million. The peak loan account of both 
the private financing institutions and the production credit associations was 
approximately $115,679,000 during the last 5 years. As the plan proposes, 
5 percent of this amount would be approximately $5,784,000, which represents 
the amount of stock the private financing companies and production credit 
associations would need to purchase. The combined net worth of the pro- 
duction credit associations and private financing institutions in the 10th dis- 
trict is approximately $26,540,000. 

We are listing below the private financing institutions now discounting with 
the Federal Intermediate Credit Bank of Houston. If you have need of fur- 
ther information it is suggested that you get in touch with the undersigned 
or one of the listed companies. 
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Agricultural Livestock Finance Corp., 1102 Burk Burnett Building, Fort Worth, 
Tex. 
Commercial Cattle Loan Co., 306 Travis Building, San Antonio, Tex. 
Del Rio Wool & Mohair Co., Del Rio, Tex. 
Houston Agricultural Credit Corp., 908 Milam Building, Houston, Tex. 
National Finance Credit Corp., of Texas, 119 East Exchange Avenue, Fort 
Worth, Tex. 
Producers Loan Co., Childress, Tex. 
Producers Wool & Mohair Co., Del Rio, Tex. 
San Antonio Agricultural Credit Corp., National Bank of Commerce Build- 
ing, San Antonio, Tex. 
Wool Growers Central Storage Co., San Angelo, Tex. 
L. W. Extiorr, 
Sonora, Tex., Chairman of the Committee. 
C. B. WaRDLAW, 
Del Rio, Tex., Vice Chairman of the Committee. 


PROPOSALS BY THE PRIVATELY OWNED DISCOUNTING COMPANIES FOR THE REVISION 
OF THE FEDERAL INTERMEDIATE CREDIT BANKS 


Farm Crepir Boarp of DIRECTORS, 
Houston, Tex. 

GENTLEMEN: That the board of directors of the 10th farm credit district, when 
recommending to Congress a plan for retiring the Government-owned capital 
in the Federal intermediate credit banks, may know the views of the privately 
owned livestock loan companies which have discounting arrangements with the 
Federal Intermediate Credit Bank of Houston, we respectfully make the fol- 
lowing suggestions, which we trust will be given due consideration, to wit: 


(1) Private ownership and control 

The Farm Credit Act of 1923 established the Federal intermediate credit 
banks for the purpose of discounting paper for all types of financing institu- 
tions that make loans to farmers and ranehers including commercial banks, 
private financing companies, and later, production credit associations. For 31 
years the Federal Intermediate Credit Bank of Houston has done an outstand- 
ing job in financing agriculture through good times and bad times, and it is 
our view that the bank should be left as it now stands under Government owner- 
ship. But since the declaration of policy by the Congress of the United States 
to the effect that the control and ultimate ownership be made available through 
institutions operating under the Farm Credit Administration, and if the declared 
policy is mandatory, it is our view that such ownership should be accomplished 
along the following lines: 


(2) Retirement of Government capital 


(a) Bach of the 12 Federal intermediate credit banks should be required 
to act separately and independently from the others in retiring its Government- 
owned capital, so that each such bank shall perform its own responsibility in 
retiring its Government stock and paid-in surplus. 

(b) Bach of the Federal intermediate credit banks should be required to 
retire annually not less than one-tenth of the amount of capital and paid-in 
surplus owned by the Government in such bank, with the provision that each 
bank shall be empowered to retire such additional amount annually as may 
be determined by its board of directors. 

(c) Each of the Federal intermediate credit banks shall be required to 
retire $1 of capital owned in such bank by the United States Government for 
each $1 of capital purchased by the production credit associations and privately 
owned loan companies until said United States Government has been paid in full. 

(d) All surplus and undivided profits of the Federal intermediate credit 
banks should remain in such banks, respectively. The Federal land banks and 
the production credit associations have, up to the present time, been permitted 
to retire Government capital at par, retaining their surplus and undivided 
profits. This justifies our position that the Government-owned capital and 
paid-in surplus in the Federal intermediate credit banks should likewise be 
subject to retirement at par. In this connection, the Federal intermediate credit 
banks have, since their organization in 1923, paid franchise taxes to the Govern- 
ment in substantial amounts and, therefore, they have not had free use of 
this Government capital. 
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(3) Liquidation of production credit corporations 

In keeping with the declared policy of Congress for borrower participation 
in management and control, we concur in the view which has been expressed 
during the past several years by the General Accounting Office and the Hoover 
Commission, that there is no longer any need for the continued existence of 
the production credit corporations. It is our position that these corporations 
have served their purpose, and that the production credit associations are so 
well established that the maintenance of a separate supervisory authority is 
and would be a useless expense. Therefore, we recommend that the production 
credit corporations be liquidated. 


(4) Capital structure of credit banks 

(a) In order that the Federal intermediate credit banks may be empowered 
to distribute a portion of their earnings in the form of capital stock, the capital 
structure of the banks should be made sufficiently flexible to provide for such 
situations; and in order to effectuate that purpose, we recommend that each 
bank have an authorized capital stock of $10 million without any limitation 
upon the period of time in which all of such capital shall be issued. 

(>) The Federal intermediate credit banks should be empowered to iSsue a 
special type of preferred stock to be purchased by the United States Government 
from the Federal intermediate credit bank revolving fund, such stock to be given 
preference over all other stock outstanding or to be issued by such banks, both 
as to dividends and in the event of liquidation. The dividends payable on such 
stock shall be based on the average cost of money to the United States Govern- 
ment as determined by the United States Treasury. All of such special type 
of preferred stock shall be subject to retirement at par, in whole or in part, at 
any time when the financial condition of the bank so justifies. 


(5) Revolving funds 

(a) The balance of about $40 million presently remaining from the original 
$100 million revolving fund which was established at the time the Federal inter- 
mediate credit banks were created, should be maintained; and all moneys paid 
in for the retirement of Government-owned capital of the Federal intermediate 
credit banks should be placed in this credit bank revolving fund to be admin- 
istered by the Farm Credit Administration at Washington, D. C. Such credit 
bank revolving fund should be available for reinvestment in capital or paid-in 
surplus of the Federal intermediate credit banks in the event it should become 
necessary for such investments to be made on a temporary basis during economic 
or other distress conditions. 

(0) Likewise, the act creating the production credit corporations established 
a revolving fund, which we call the production credit revolving fund, and this 
fund of approximately $90 million should also be maintained; ‘and all Govern- 
ment funds now invested in the capital structure of the production credit cor- 
porations and production credit associations should be returned to this revolving 
fund, to be administered by the Farm Credit Administration at Washington, and 
be available for investment in capital of privately owned loan companies dis- 
counting, or to be hereafter discounting, with the Federal intermediate credit 
banks in the same manner and to the same extent as such funds may be invested 
in the capital of the production credit associations. 


(6) Farm Credit Administration 

(a) The Farm Credit Act of 1953 provides that 12 of the members of the 
Federal Farm Credit Board shall be appointed by the President, with the advice 
and consent of the Senate, and that before making such appointments he shall 
receive and consider nominations from the various districts. It is our position, 
and we propose, that the members of this Board should consist of the chairman 
of the 12 district farm credit boards, and should not consist of separate 
personnel, 

(b) The Farm Credit Act of 1953 makes no provision for the privately owned 
discounting companies, commonly called the old financing companies, to have 
any voice in the election of district farm credit board members, or in the nomi- 
nations of the district representatives to the Federal Farm Credit Board. It 
is assumed, of course, that this discrimination will be eliminated, and that as a 
matter of fairness and right the privately owned discounting companies will 
have an equal voice with the production credit associations in the election of 
the members of the district farm credit board, and in the nominations of repre- 
sentatives to serve on the National Farm Credit Board, if the present method of 


nominations is not changed. 
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(c) The Farm Credit Act of 1953 provides that whenever the national farm 
loan associations own 66% percent or more of the total capital stock, surplus 
and reserves of the land bank of the district, such associations shall elect 2 
members of the district farm credit board, and whenever cooperative associations 
shall own 6624 percent or more of the capital stock, guaranty fund, surplus 
and reserves of the regional bank for cooperatives in the district, such associa- 
tions shall elect 2 members of the district farm credit board. However, the act 
provides that when 6634 percent or more of the capital, surplus and reserves of 
the production credit associations in a farm credit district (collectively) is held 
by persons other than the production credit corporation of the district, such 
production credit associations shall elect 2 members of the district farm credit 
board. Thus the eligibility to elect 2 members to the board by production credit 
associations is based on a formula different from that which applies to national 
farm loan associations and cooperative associations. It is felt that the same 
formula should apply to all of those who shall elect the directors. Therefore, 
we recommend that section 14 (b) of the Farm Credit Act of 1953 be amended 
so as to provide that when the production credit associations and old financing 
companies of the district own collectively 66% percent or more of the capital 
stock of the Federal intermediate credit bank of the district, such production 
eredit associations and old financing companies shall be entitled to elect 2 mem- 
bers to the district farm credit board. It is our view that the eligibility to elect 
such directors should be determined by the percentage of stock owned in the 
Federal intermediate credit banks by the discounting agencies, and not by the 
percentage of stock of the discounting agencies owned by their stockholders, 


(7) Pledge and ratio of marginal collateral 


(a) Each production credit association and privately owned loan company shall 
be permitted to convert into cash all or any part of the bonds pledged with its 
eredit bank, and use such cash to purchase capital stock of such credit bank. 

(>) All of the capital stock of the Federal intermediate credit bank owned 
by such discounting agencies shall be pledged with such credit bank and may 
be accepted by such bank as collateral on the same basis as the banks are now 
permitted to accept pledge of bonds belonging to such discounting agencies. 

(c) The present legal lending limit of the Federal intermediate credit banks 
may not exceed 10 times the paid-in and unimpaired capital and surplus of such 
discounting corporation as set forth in 12 U. S. C., section 1022, which we think 
is sound and should remain in effect. The ratio of discount which has been es- 
tablished over the years by the Federal intermediate credit bank in the 10th 
Farm Credit District as a matter of policy has been on the basis of 6 to 1 except 
for temporary periods during peak lending seasons when the bank has permitted 
this ratio to be exceeded in exceptional cases for short periods of duration. We 
think this lending policy is sound and should be maintained. In addition to 
the capital stock of the credit bank which the discounting agency shall pledge 
as collateral with the credit bank, the bank should be permitted to require 
any discounting agency to pledge with it additional collateral in the form of 
Government bonds or other securities acceptable to it, so as to maintain such 
ratio of marginal security in keeping with said policy, as the bank may deem 
proper. 


(8) Discount rates 


(@) Section 204(a) of the Federal Farm Loan Act should be amended as to 
provide that the rates of discount and interest may be established from time to 
time by the directors of the Federal intermediate credit banks, respectively, with 
the approval of the Governor of the Farm Credit Administration. 

(0) No limit should be fixed or stipulated on the rate of interest to be charged 
by the discounting agencies. 


(9) Payment of dividends—distribution of earnings 


(a) Each Federal intermediate credit bank should be empowered to pay divi- 
dends on its outstanding capital stock, at the discretion of the board of directors 
of each such bank. 

(b) Such dividends should be paid to the Government on all capital invested 
by it in such banks, to be evidenced by preferred stock, after the effective date 
of the legislation effectuating these proposals, such dividends to be paid in 
cash and to be at a rate equal to the average cost of money to the Federal 
Government as determined by the United States Treasury. And dividends 
should be paid by such banks on all of their capital stock owned by the dis- 
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eounting agencies at a reasonable rate of return on the amount of capital stock 
so owned. 

(c) The credit banks should be empowered to pay such dividends or distribu- 
tions to the discounting agencies in cash and/or in capital stock of the bank, at 
the discretion of the board of directors of each such bank. 

(@) A portion of such annual earnings should be set aside or distributed to 
the contingent fund. This fund should always be maintained and added to from 
time to time in order to have a sufficient cushion against potential losses. 


(10) Cost of ownership and operations 

(a) The Federal intermediate credit banks have definitely proved their sound 
policies and their ability to accumulate substantial earnings. In fact, the people 
of Texas are proud of the management, policies, earnings and accomplishments 
of the credit bank of the 10th district; and said bank is justifiably entitled to 
the faith and confidence of the discounting agencies. 

(b) In the event the directors of the federal intermediate credit banks are 
given the authority to set the rates of discount and interest, as herein suggested, 
then earnings sufficient to pay the costs of operations, as well as dividends, will 
be assured. 


(11) Supervision 

(a) Since the Federal intermediate credit bank serving the 10th district was 
organized, the old financing companies which have been rediscounting with it 
have enjoyed a marked degree of success in their operations. This was done 
without any specific supervision being exercised over them by the Federal inter- 
mediate credit bank, other than periodic credit examinations and the establish- 
ing of general policies to be observed and followed. The national farm loan 
associations have likewise operated successfully with a minimum of supervision 
by the Federal land banks, 

(b) These examinations, as well as the counsel and advice furnished by the 
credit bank have been of inestimable value. We feel that the production credit 
associations can operate successfully under the same program without being 
subjected to a separate supervising agency. 

(c) We advocate the maintenance of a competent staff of credit examiners 
by the credit banks and the vesting in such banks of the power to formulate 
policies in keeping with the Farm Loan Act which will be binding upon the 
discounting agencies doing business with them. 


(12) Retirement of credit bank stock 


Provision should be made for retiring the capital stock of the Federal inter- 
mediate credit banks owned by a production credit association or privately 
owned loan company which goes into liquidation. In any such event the stock 
should be subject to retirement at par or book value, whichever is less, and 
payment therefor should be made in cash within 1 year from the date upon 
which the Federal intermediate credit bank has been satisfied that such in- 
stitution has been or is in process of liquidation. 


(13) Franchise taw 

In keeping with the precedent established by section 903 of title 12 of the 
United States Code, prescribing the franchise tax to be paid by the Federal 
land banks, we suggest that section 1072 of title 12 U. S. C. be amended so ad 
to provide that: “in the case of a Federal intermediate credit bank having out- 
standing capital stock held by the United States during the whole or any part 
of a fiscal year, said bank shall, after complying with the reserve requirements 
and before declaring any dividends to shareholders, pay to the United States 
a franchise tax equal to 25 per centum of its net earnings then remaining, not 
to exceed, however, a rate of return of such Government capital calculated at 
a rate equal to the computed average annual rate of interest on all public 
issues of public debt obligations of the United States issued during the fiscal 
year ending next before such tax is due, as certified to the Farm Credit Ad- 
ministration by the Secretary of Treasury.” 


(14) No restriction of territory 

Since the establishing of the Federal intermediate credit banks, the terri- 
tories served by the privately owned discounting loan companies have not been 
restricted. In the 10th Farm Credit District these agencies have established 
lines of credit throughout the State of Texas and other States. This privilege 
should be continued, and no power should be granted to any one or any author- 
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ity to change or vary the territories in which these privately owned discounting 
agencies may continue to do business, or to in any manner restrict the territory 
in which such agencies may make loans. 

(15) Purchase of capital stock by discounting companies 

(a) In the event the suggestions herein made are adopted and become ef- 
fective, at least substantially in principle, then each production credit associa- 
tion and privately owned loan company discounting with the Federal Inter- 
mediate Credit Bank shall agree to purchase capital stock of such bank in an 
amount equal to 5 percent of the maximum amount for which such discounting 
agency was liable to the bank at any one time during the preceding 5 years. 

(0) Upon subscribing for such capital stock each such discounting agency 
shall then forthwith pay for at least one-tenth of the amount of such stock 
which it has agreed to purchase, and shall each year thereafter pay for an 
additional amount thereof, not less than one-tenth of the amount which such 
agency has agreed to purchase; provided, however, that the discounting agen- 
eies in any credit bank district may pay for all of the stock of such credit bank 
at any time prior to the expiration of such 10 years. 

(c) If, at any time, the liability of the discounting agency to the credit 
bank shall exceed the previous high amount of such liability, then such dis- 
counting agency shall forthwith purchase and pay for capital stock of the bank 
equal to 5 percent of the excess, which purchase shall be in addition to the 
amount of stock theretofore agreed to be purchased by such discounting agency. 

(d) Whenever the discounting agencies shall own all of the capital stock of 
their Federal intermediate credit bank, each of such discounting agencies shall 
be required to maintain stock holdings in such bank equal to 5 percent of the 
maximum amount of such agency’s liability to the bank during the preceding 
5 years. 

(e) Subject to the approval of the credit bank, its capital stock owned by a 
discounting agency may be transferred by such agency to another discounting 
agency. 


In conclusion 


The foregoing proposals and suggestions have been adopted by the com- 
mittee of the privately owned old financial institutions discounting with the 
Credit Bank of Houston, and, accordingly, are herewith transmitted to you. 


L. W. Bxwiorr, 
Chairman of the Committee. 


The Cuarrman. We thank you very much, Mr. Willoughby. We 
are glad to have your views on the matter under consideration. 

Is Mr. Dodge in the room ? : 

Mr. Dover. Yes, sir. 

The Crarrman. Is Mr. Sharp here? 

Is Mr. Heath here? 

Is Mr. Lister here ? 

Mr. Dodge, how long would it take you to present your views? We 
are past adjourning time already by 35 minutes or so. 

Mr. Dopex. Mr. Chairman, it will not take me too long. I have 
a written statement that is fairly lengthy. I can pass over a lot of 
it. I would like to say to the committee that I do not have to leave 
Weabingions until tomorrow afternoon. 

The CuarrMan. I was going to ask if it would suit you just as 
well, and Mr. Sharp, to be with us tomorrow morning. 

Mr. Doper, It will be all right with me. 

The Cuairman. I understand that Mr. Lister is sick. 

Mr. Doner. I would like to ask this question: The committee does 
not intend to be in session this afternoon, is that right? 

The Cuatrman. The House is meeting now. We may have to go. 
We can adjourn this meeting until 10 o’clock tomorrow morning 
and hear you at that time. 
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Mr. Dover. That is when I was scheduled for. 

The Carman. All right. 

The committee will now stand in recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 12:25 p. m., the committee recessed to reconvene 
the following day at 10 a. m.) 
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WEDNESDAY, MAY 25, 1955 


House or RepresENTATIVES, 
Commitrer on AGRICUL 
Washington, D. C. 
The committee met at 10 a. m., Hon. Harold D. Cooley (chairman) 
presiding. 
The Cuarrman. The committee will please be in order. 
The committee is pleased to recognize at this time Hon. Sam Coon, 
our colleague from Oregon. 


STATEMENT OF HON. SAM COON, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF OREGON 


Mr. Coon. Thank you, Mr. Chairman. 

The Cuarrman. I understand that Mr. Robert Lister was unable to 
attend and you are here to speak for him and for yourself. 

Mr, Coon. That is my understanding, Mr. Chairman. 

The Cuaimrman. We shall be very glad to hear you, Mr, Coon. 

Mr. Coon. Mr. Chairman, for the record, I am Sam Coon, represent- 
ing the Second District of Oregon. 

know that there have been a great many witnesses testifying be- 
fore your committee in connection with this legislation as it is an 
important bill and I appreciate the privilege of appearing. 

I have received considerable correspondence in connection with this 
matter. Mr. Robert Lister, of Princeville, Oreg. was scheduled to 
testify here this morning but was unable to appear, so I want to file 
with the committee a letter which I have received from the Northwest 
Livestock Production Credit Association, under date of February 21; 
also a night letter under date of March 21 from the board of directors 
of the Baker Production Credit Association, and a letter from the 
Willamette Production Credit Association, dated May 21, a part of 
which I would like to read to the committee. 

Deak Mr. Coon: I know you are familiar with the present controversy over 
H. R. 5168, hearings on which are now being held. This association is opposing 
passage of title 2, amendment to section 201 pertaining to the purchase of pro- 
duction credit corporations but does not object to other portions of the proposed 
legislation. 

It is our understanding that this is the same position of every production 
credit association in Oregon and of a majority of the 12 farm credit districts. 
We would appreciate your communicating the views of this association to the 
committee hearing the bill. 

Mr. Chairman, I should like the committee to make as a part 
of these hearings the telegram and the letter, as a part of my statement 
which I respectfully submit for your consideration in determining the 
merits of the legislation now under consideration. 
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The Cuarrman. They may be included in the record. 

Mr. Coon. Thank you very much, Mr. Chairman, for this oppor- 
tunity to appear before the committee. 

The CuairMan. We are glad to have you appear, Mr. Coon. 

Mr. Coon. Thank you 

(The letter and iclbarriida follow :) 

Baker, OreG., March 21, 1955. 
Hon. ‘SAM Coon, 
House Office Building, Washington, D. C.: 


Senate bill 1286 now in Committee on Agriculture and Forestry. We are 
strenuously opposed to passage of this bill at present time. We just received 
copy of bill March 12. Want further study before legislation is passed effect- 
ing purchase of production credit corporations by production credit associations. 

Boarp or Directors, BAKER PRODUCTION CREDIT ASSOCIATION, 
By F. A. Puttu1ps, President. 


Northwest LivestocK PropucTION CREDIT ASSOCIATION, | 
Portland, Oreg., February 21, 1955. 
Hon. Sam Coon, 
House of Representatives, Washington, D. C. 
Sirk: There was a meeting held in Portland, Oreg., today, of representatives of 
the board of directors of the following production credit associations in Oregon : 
Northwest Livestock Production Credit Association of Portland. 
Willamette Production Credit Association of Salem. 
Southern Oregon Production Credit Association of Medford. 
Central Oregon Production Credit Association of Redmond. 
Klamath Production Credit Association of Klamath Falls. 
Mid Columbia Production Credit Association of The Dalles. 


This group is much concerned in regard to the proposed legislation to change 
the Farm Credit Act and provide for the purchase of the production credit cor- 
porations by the production credit associations of the country. This group be- 
lieves that it would be better if more time and study were given to this subject. 

If a bill has been introduced in Congress to the above end, would you kindly 
send to us a supply of the bill and give us such information as you may be able 
to obtain as to the possible dates of hearings on this bill before the House and 
the Senate Agricultural Committees. 

Very truly yours, 
J. E. HERBURGER, 
Secretary-treasurer, Northwest Livestock Production Credit Association. 
Puri M. BEANDT, 
Secretary-treasurer, Willamette Production Oredit Association. 
IRWIN PATTEN, 
Secretary-treasurer, Southern Oregon Production Credit Association. 
N. L. WEIGAND, 
President, Central Oregon Production Credit Association. 
W. R. BatLey, 
President, Mid Columbia Production Credit Association. 


STATEMENT OF HON. GEORGE W. MALONE, A UNITED STATES 
SENATOR FROM THE STATE OF NEVADA 


The Cuarrman. The Chair recommen at this time the distinguished 
Senator from Nevada, Senator Malone. 

Senator Matonr. Mr. Chairman and members of the committee, I 
came over this morning to introduce one of our distinguished citizens 
of the State of Nevada, Mr. Carl F. Dodge, now president of the 
Nevada Livestock Production Credit Association, who lives at Fallon, 
Nev. The people connected with the Nevada Livestock Production 
Credit Association are all in business and I have the highest regard 
and the utmost confidence in all of them. 
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Now, the bill in the Senate, Mr. Chairman, is a companion bill to 
the bill that you have before you, and I just want to say for the record, 
that when all of this happened in 1929 to 1932 and 1933, when this 
association was stn and they have done a good job in the State 
of Nevada, and I know that this gentleman, Mr. Dodge, is entirely 
familiar with the activities; he has come some 3,000 miles to testify 
and I would like at this time to introduce to the committee, Mr. Carl F. 
Dodge. 

The Cuatrman. We are delighted to have you with us, Mr. Dodge, 
and the committee will be glad to hear you at this time. 


STATEMENT OF CARL F. DODGE, REPRESENTING ARIZONA LIVE- 
STOCK PRODUCTION CREDIT ASSOCIATION, CALIFORNIA LIVE- 
STOCK PRODUCTION CREDIT ASSOCIATION, NEVADA LIVESTOCK 
PRODUCTION CREDIT ASSOCIATION, UTAH LIVESTOCK PRODUC- 
TION CREDIT ASSOCIATION, AND UTAH FARM PRODUCTION 
CREDIT ASSOCIATION 


Mr. Doner. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, and thank you, Sena- 
tor Malone, for those kind remarks. 

The Senator told you who I am, Carl Dodge, and I reside at Fallon, 
Nev., where I operate a feed-producing farm and handle livestock. 

I am director and president of the Nevada Livestock Production 
Credit Association with headquarters in Reno, Nev. I appear here 
as the duly authorized representative and spokesman for the Arizona 
Livestock PCA, California Livestock PCA, Utah Farm PCA and 
Utah Livestock PCA, as well as for the stockholders and directors of 
my own association. These are fully member-owned statewide asso- 
ciations in the farm credit district of Berkeley. 

I would like to preface my remarks by saying that they are purely 
objective, and are in no sense a reflection upon the ability, integrity 
or philosophy of any person presently connected with the farm credit 
system or the authors of the proposed Farm Credit Act of 1955. Fur- 
ther, my remarks are limited to title II of the proposed act having 
to do with the production credit system. 

Mr. Chairman, I would like to digress a moment to say that I re- 
ceived a telegram a few days ago aa my association saying that 
they had some indication that there have been some pressures from 
somewhere up the line urging the National Farm Loan Association, 
which has an office right across the hall from us, to send in a wire sup- 
porting the bill in its entirety, incident to their interest in the passage 
of title ITI of the bill. Well, to me, that is the sort of thing that is new. 
It is the first time in 21 years that I know of, that one segment of farm 
credit has attempted to pass judgment on the activities and interests 
on other segments of farm credit to their potential disadvantage. 

And I want to mention that because—I stand to be corrected if some 
of you Congressmen have not received from some of your NSLA’s 
certain statements urging blanket support of this bill. I think if you 
have that it should be treated lightly because we are satisfied that the 
people in our own segment of the farm credit and the farm produc- 
tion credit system, some of them, are not really familiar with this leg- 
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islation, let alone those whose primary interests lie in other segments 
of the system. 

Mr. Poace. Will the gentleman yield for a question ? 

Mr. Dones. Certainly. 

Mr. Poace. I just want to comment that the people in that area cer- 
tainly seem to me to have been more active in sending in wires and 
suggestions than everybody else, because, so far as I am concerned, 
I have received 200 from the Berkeley area and most of them 
said that they were in favor of section III, which is the land bank 
section. 

Mr. Doner. Yes. 

Mr. Poage. But that they hoped we would amend section I, so as 
to pass the bill as originally recommended, rather than as the Bureau 
of the Budget recommended, and that, of course, relates to the stock 
of the banks for cooperatives. 

Mr. Doper. Yes. 

Mr. Poacr. I think three-fourths of my telegrams from that area 
have referred to those things and did not mention section IT. 

Mr. Doner. Well, insofar as they do not mention section IT, I think 
they are perfectly in order. I had understood from some of the Con- 
gressmen that they had received from that area telegrams from their 
NSLA’s urging support of the bill. 

The CHatrmMan. You know about this proposed legislation, do you 
not? 

Mr. Doper. Yes, sir, I do. i 

The Cuarrman. And where it came from ? 

Mr. Dopece. Yes. 

The Crarrman. That the PCA’s should participate in the election 
of their representatives, 

Mr. Doner. That is correct. Everyone is entitled to their own 
opinion about the segments of the bill that concerns them and I merely 
mention this subsequent to my remarks that my observations were 
limited solely to title IT. 

The Cuarrman. Permit me to make this one remark, that these gen- 
tlemen up here, Mr. Poage on my right, and the other gentlemen, 
Mr. Andresen, Mr. Hill, and Mr. Hoeven, have been here long enough 
to analyze the proposition generally and so you do not need to worry 
about their being unduly influenced. 

Mr. Doner. All right. 

The CrHaiRMan. go you may go ahead with your statement. 

Mr. Doper. All right. 

We fully approved the Farm Credit Act of 1953 which gave the 
destiny of farm credit into the hands of its own people by establishing 
the Federal Farm Credit Board to administer its affairs. After 20 

ears of infancy and adolescence, fruitfully and constructively spent, 
it was a recognition of sufficient maturity to embark upon the road of 
independence. We are in accord with the general objective of com- 
plete PCA assumption of supervisory cost, both et the Federal and 
district level, and the return to the revolving fund of the Government 
capital left in the production credit a eee But to us, the method 
proposed in the Farm Credit Act of 1955 for accomplishing this 
objective is untenable for reasons hereinafter discussed and will not 
stand the tests of structural soundness and legal safeguard. 
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First, control is not in PCA hands. The committee heard consid- 
erable testimony on that point yesterday and I am not going to dwell 
on it at length, but the fact remains that the act contemplates that the 
district farm credit boards will continue to administer the affairs of 
their respective production credit corporations and and we feel that 
it is not to the best interests of the production credit system that people 
predominantly from other segments of the farm credit should be in 
position, that strong a position, to administer their affairs. 

I would like to point out a few figures that might be of interest to 
the committee, as far as determining whether this—that is, whether 
we can properly assume the supervisory costs. The average cost in 
money of the system last year, throughout the United States, was 6.36 
percent. The medium-sized loan was $1,402; the association had to 
service medium-sized loans of $1,402, which is fairly small, and does 
not permit of too much opportunity to make money. 

While not a complete criterion, but some indications of composite 
financial well-bring, only 121 of those 498 associations paid a dividend 
on their stock in 1954, and only 30 associations in the whole system 
made a patronage refund. So these additional supervisory costs, 
which have not Thou a factor in the past, are a real problem, and 
should be determined by those best qualified and directly concerned, 
the PCA people themselves. 

One other observation on that point. The present structure of the 
organization, which has been perfectly proper up to now, because the 
PCA’s are Government agencies with the Government footing the bill. 
But to retain the old structure in a bill transferring ownership and 
operating responsibilities to the PCA’s and thereby making of produec- 
tion credit a private business institution would be to create a hybrid 
in the free enterprise. 

Proponents of the bill say that to permit each segment of farm credit 
to run its own show is too drastic an organizational departure to 
undertake in one fell swoop, and would tend toward the dissolution 
of a unified system. These arguments have merit, but are no reasons 
to permit the taxation without representation plan which is proposed. 
We have an alternative plan which satisfies these arguments, and 
which I will explain later. 

Now, the second point is that there are no safeguards in this bill as 
to the apportionment of costs. Some measure of control, through 
majority representation, might well be sacrificed if the proposed bill 
gave individual PCA’s any protection against discrimination or speci- 
fied the formula upon which apportionment of cost was to be based. 
But the bill does neither. It not only grants others the power to de- 
termine the amount of supervisory costs, but it also grants them; that 
is, the district board, the power to apportion those costs in such man- 
ner as they shall determine. This broad grant of power, subject only 
to the aprpoval of the Federal Board, is fraught with danger. The 
principal danger is that of socializing the system. To such an extent 
as the apportionment of costs might be based on ability to pay, and by 
that I mean net earnings, there would result nothing other than a 
socialistic concept that the financially strong should help carry the 
financially weak. 

I can see how, under circumstances of financial weakness of a sub- 
stantial number of PCA’s, district boards as well as the Federal Board 
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might in all good faith get themselves sold on the proposition that 
those PCA’s in the strongest financial position should bear a greater 
assessment of supervisory costs for the sake of maintaining the well- 
being of the system as a whole. I can further see where financially 
weaker PCA’s made so because of geographical disadvantage, or poor 
management, of lack of drive, or local adverse economic conditions, 
and enviously aware of the relative financial strength of other PCA’s 
in their district, might through political activity, place people on dis- 
trict boards, and even the Federal Board, who would openly advocate 
the concept of the strong carrying the weak and sarenils 

The next paragraph has to do with what we think would be the 
results of trying to place the apportionment of costs of expense on 
the ability to pay. 

What would be the result of a formula based substantially on the 
ability to pay? The financially stronger associations, feeling that 
they were being penalized for efliciency, might well begin to lose the 
incentive to be outstanding in performance and become mediocre to 
the detriment of their stockholders and borrowers. Also, a greater 
financial drain on the financially stronger associations would not re- 
sult in upgrading the system, but would eventually reduce the 
stronger to the level of the weaker to the detriment of the system as 
a whole. It would at the very least be decided reversal of the demo- 
cratic concept we have known these past 20 years whereby within 
the framework of the system each PCA has been the master of its 
own destiny, and standing on its own feet has been in a position to reap 
the fruits of its own labor or suffer for its inefficiency or poor 
judgment. 

Aside from the danger of socialization, the autocratic grant of 
power in the bill would permit, by arbitarary action or for reasons 
not presently foreseeable, the singling out of associations on a dis- 
criminatory basis to bear a disproportionate share of supervisory 
expense. 

Another criticism of lack of legal safeguard has to do with the al- 
location to PCA’s of subscriptions to stock in the production credit 
corporations. That was disclosed fairly well and at length yesterday. 
We thing that if there is to be a stock subscription in this deal, that 
the formula for the allocations of those stock subscriptions should 
be made definite and certain in the bill. The bill that is before you 
says that they shall be apportioned on an equitable basis. Well, that 
is a rather nebulous term and does not indicate to an association what 
they might expect as their share of capital stock contribution. 

Another lesser criticism has to do with the deferment of super- 
visory costs as provided in the bill on page 27, lines 18 through 25, 
and that was ‘Sa discussed yesterday. The bill provides that the 
Production Credit Corporation may single out the associations that 
are financially weak and defer their costs, Well, obviously, those are 
fixed costs which have to be carried on, so the other associations would 
have to fill the breach and contribute the difference, and the language 
of the bill does not enlighten us as to how those contributing associ- 
ations are going to have any assurance that they will be reimbursed 
by those that have been deferred, particularly where you start out 
with an association that is financially weak, and for that reason they 
have to defer them. 
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Proponents of the bill might say we are splitting straws and have 
conjured up a farfetched argument about socializing the system. I 
say it is not farfetched because I, myself, was guilty a few short months 
ago of believing that the ability to pay should be considered in assess- 
ing costs among PCA’s. This was before I realized the ramifications 
of such a concept, but I know of my own knowledge how easy it is for 
people to accept and follow such a line of reasoning. 

Proponents also are shocked that we should display such a lack of 
confidence in the district boards and the Federal Board. They miss 
the point. We are concerned with legislative principles, not individ- 
uals, The power to do good as granted in the bill carries with it the 
power to do harm. We must live with this legislation from here on 
out, and we don’t want the power to do harm to exist in people running 
the show sometime in the future. We have the same faith in the people 
presently on the district and Federal Boards as the framers of our 
Constitution must have had in each other. But that fundamental 
faith in human nature did not prevent the members of the Constitu- 
tional Convention from openly recognizing the frailties of human 
nature and writing into our plan of Government a system of checks 
and balances which constituted safeguards against those human frail- 
ties. We should be no less far sighted about this piece of legislation. 

We seek a single safeguard in this piece of legislation which offers 
the Production Credit Association the assurance that they will receive 
equal treatment in the future. 

One other thing that I might just point out which I think is of 
interest to the committee. The term production credit association and 
association is used here and there through title II, and I know that 
there is ambiguity in the minds of people who have been studying this 
bill as to whether that means the associations, individually or collec- 
tively. Ido not know that that is an important point, but I know that 
it has been an ambiguity because there have been different construc- 
tions placed on those phrases as used in this language, and I think it 
might be well to clarify that by a definition in the bill. 


ENFORCEMENT OF THE PROVISIONS OF THE BILL 


There seems to be no specific provision in the bill for the enforce- 
ment of the requirements it seeks to place upon the PCA’s to buy stock 
in and pay the operating costs of the PCA’s, though some seem to 
think those who designed the bill contemplate that this would be 
handled under the rules and regulations of the district farm credit 
boards as provided for in lines 15 through 22 of page 29. 

If this is not correct, and if, consequently, there is to be no enforce- 
ment provisions in the bill, then we wonder how the bill could be 
effective. 

If it is correct and the matter of enforcement is to be turned over 
to whosoever might happen to be the district board members to be 
handled by whatever regulations they may see fit to lay down from 
time to time perhaps in closed door sessions, all by themselves, we 
cannot help but feel that such a plan would involve the granting by 
Congress of altogether too much power to such boards to single out 
and discipline PCA’s. 

Here, it has seemed to us that if there is to be no enforcement pro- 
vision, the bill is hardly worth considering, and, if there is to be such 
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a provision, Congress should fix the terms and spell them out clearly 
in the bill rather than to put the PCA’s at the mercy of just any 
rules and regulations the district boards might care to lay down. 


CONSTITUTIONALITY QUESTIONED 


We question the constitutionality of this legislation. While we 
operate within the framework of Federal legislation, we nonetheless 
believe ourselves to be private corporations, owned completely by in- 
dividuals, just as the ordinary business corporation is owned by its 
stockholders. If we are private corporations, we ooo doubt 
the constitutionality of this legislation. In effect, it would force 
PCA/’s like ourselves, which object to the legislation, not only without 
the consent of the directors and stockholders of those associations, 
but actually against their will, to invest in the capital stock and con- 
tribute to the support of, another corporation which they do not con- 
trol. We think this would be a conversion of assets of our corpora- 
tions without due process. It would be analagous if the Congress 

assed a law purporting te compel a group of small savings and 
oan associations to Sanaa the capital stock and pay the Gpeteeng 


expenses of the Federal Housing Authority against their wi 

In order to be valid we thing the bill would have to be in the nature 
of enabling legislation permitting the associations, with proper 
authorization of their stockholders and directors, to enter into volun- 
tary agreements with other associations concerning the acquisition 
and operation of their respective production credit corporations. 
In any event, the proup of production credit associations fe 


or which 
I am appearing feel that the constitutionality of this legislation 
should be thoroughly explored before it is brought out of committee. 

I would like to offer for the record at this time, Mr, Chairman, 
two documents which are attached to the statement, which I will not 
offer separately, (1) a resolution of the PCA’s which I represent, 
adopted at the Salt Lake City meeting, April 15, 1955, expressing 
disapproval of Senate bill 1285 and H. R. 5168, duly authorized and 
ratified by the directors of each of those associations, and (2) an 
alternative plan entitled, “Analysis of the Problem of What To Do 
About the Future of the Production Credit Corporations.” 

(The resolution and statement referred to follow :) 


Sart LAKE Orry, Uran, April 15, 1955. 


RESOLUTION RE PURCHASE OF PCC’s sy PCA’s As PROPOSED By S. 1286 


At a meeting attended by the executive committees of the California, Nevada, 
and Utah Livestock PCA’s, under the authority of their boards of directors, and 
by the board of directors of the Utah Farm Production Credit Association at 
Salt Lake City, Utah, on April 15, 1955, the following resolution was adopted: 

Be it Resolved, That it is the unanimous opinion of all those in attendance 
that the plan outlined in title II of S. 1286 providing for the purchase by the 
PCA’s of their supervisory agencies—the PCC’s of each farm credit district—is 
unsound in its present form, probably unconstitutional, and should not be en- 
acted into law without some substantial changes, the reasons, in brief, for this 
opinion being as follows: 

1. Lines 19 through 25 of page 24 and lines 1 through 6 of page 25, dealing 
with the purchase of stock in PCC’s by PCA’s, proposes by Federal statute to 
force PCA’s, many of which are completely privately owned corporations, with- 
out the consent of either the stockholders or directors, to make an initial pur- 
chase of stock in other corporatinos (the PCC’s of each farm credit district) 
and, from time to time thereafter, to add to the initial stock purchase. 
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2. In addition, the provisions of lines 19 through 25 of page 26 and 1 through 
4 of page 27 would force the purchasing PCA corporations to pay the annual 
operating expenses of the purchased PCO corporations. 

8. There apparently would be no limit on either the amount of stock to be 
purchased or the extent of annual expenses which would have to be met in the 
case of the purchased PCC corporations by the purchasing PCA corporations, 
except as decided from time to time by whomsoever happened at the time to be 
the members of the district and Federal farm credit boards, both of which 
boards would be in the overwhelming control of others than the elected repre- 
sentatives of the purchasing PCA corporations. 

4. Summed up to this point, it looks like the proposal could operate to force 
privately owned corporations (PCA’s), without the consent of either their 
stockholders or directors, and without limit, to buy stock in and pay the annual 
operating expenses of other corporations (PCC’s) with the control of the latter 
in the hands of boards in the selection of an overwhelming majority of the 
members of which the purchasing and owning corporations would have no 
control. 

5. In addition it looks, from the above provisions, plus the provisions of lines 
18 through 25, page 27, like the district farm credit boards, by being able to 
defer, in whole or part, payment by any one or more of the purchasing PCA cor- 
porations of the annual expenses of the purchased PCC corporations ceuld dis- 
criminate as between the purchasing and owning PCA corporations in the matter 
of allocating the expenses of the purchased PCC corporations, those boards thus 
being in a position to single out any one of the purchasing and owning PCA cor- 
porations and tap its capital and earnings to any extent they may wish and out 
of all proportion with the treatment afforded other such PCA’s. 

6. We know of no precedent for a Federal statute of the kind proposed, in- 
volving as it does the rights of privately owned corporations to manage their 
own financial affairs through boards selected by and representative of the stock- 
holders and seriously doubt the constitionality of the proposal, feeling that if 
such a proposal could be legally applied to PCA’s as privately owned corpora- 
tions, the same principle could likewise be applied to all privately owned cor- 
porations, in which event the private enterprise system of our entire country 
would be placed in jeopardy. 

Be it further resolved, That copies of this resolution be sent by each of the 
above listed PCA’s to their congressional delegations with the request that they 
exercise their power and influence to hold up this legislative proposal until it 
can be revamped as needed to eliminate its present unsound principles and bring 
it within the bounds of constitutionality. 

It is to be understood that in none of this is there any slightest intention or 
desire on the part of any of those here concerned to cast any reflection upon 
the members of the present Federal and district farm credit boards concerned, 
for the integrity and sincerity of which all here concerned have the highest re- 
gard. It is sincerely believed, however, by those here concerned that for the 
years to come it would be decidedly against the welfare of the PCA system for 
the members of the Federal and district farm credit boards, whoever they might 
be, to be enabled to exercise such broad and autocratic powers as proposed over 
the ee fate particularly of the many completely member-owned PCA’s 
concerned. 


Attest: 
VERNON MeErcatFr, Secretary. 


CARL F. Dopae, Chairman. 


AN ANALYSIS OF THE ProsLEM oF WHaT To Do Anout THe FUTURE OF THE 
Propuction Crepir CoRPORATIONS 


This analysis of the problem of what to do about the future of the PCC’s is 
based upon assumptions such as the following: 

1. That at least for the present it is quite essential for the continuance in 
an orderly and sound manner of the production credit system as a whole that 
the PCC’s (or some such agencies) be kept in the picture in order to keep the 
some 500 or so PCA’s of that system functioning reasonably well in line with 
the principles and procedures necessary to the sound continuance of the system. 

2. That as long as the PCO’s must depend upon Government support such as 
now they will be vulnerable to attack by those opposed to the production credit 
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system and possibly sudden and complete withdrawal of that support, risking 
the putting of the system, as a whole, suddenly out of business. 

3. That it is desirable, therefore, for the assured sound continuance, for the 
foreseeable future, of the production credit system, as a whole, to get under way 
as soon as practicable a program designed to accomplish the objective of getting 
away from the PCC-Government-support idea and replacing it with a plan of 
PCC support by the PCA’s. 

Sound continuance of the PCC’s, for the foreseeable future, seems to hinge 
upon two prime requisites. One is their need for annual operating expenses 
and the other their need for having some kind of a fund which can be drawn 
upon in case of need for furnishing additional capital in emergencies to PCA’s 
(such as the so-called class C stock). 

Right now the continuance of the PCO’s both as to operating expenses and 
funds for capitalizing PCA’s depends upon Government bonds supplied by the 
Federal Government, the bonds furnishing the capital funds and the bond income 
furnishing the operating costs. 

The problem, then, seems one of how to make a changeover from the present 
plan of Government to a plan of PCA-supplied operating costs for and capital 
funds in PCC’s. 

To that end, two main approaches seem possible : 

1. For the PCA’s to step right out and commit themselves once and for all 
to buy the PCC’s along the lines of 8. 1286 (H. R. 5168) ; or 

2. For the PCC’s to be continued as Government agencies, for at least the 
time being, but with the burden of meeting the PCC needs of both capital and 
operating expense funds shifted from the Government to the PCA’s so that 
the PCC’s will be independent of Government support for both funds. 

The first plan involves the many problems usually present where the purchase 
and operation of an additional corporation is to be undertaken by large groups 
of other corporations. In the case at hand, it looks like, some 500 purchasing 
corporations (PCA’s) would be involved. 

It seems reasonable to believe that, incident to such a plan, questions would 
arise as to— 

A. The basis upon which each purchasing corporation would share in the 
buying of the purchased corporation. 

B. On what scale and at what cost the purchased corporation was to be 
operated. 

C. How the costs were to be shared. 

D. Who would direct the purchased corporation’s affairs. 

E. How the directors would be selected to give all the purchasing corporations 
and regions represented by them fair representation. 

F. How the purchased corporation could and would be liquidated in case 
a need was indicated. 

Whether there would be any reasonable chance to get so many prospective 
purchasing corporations into even approximate agreement on such complex 
matters even over quite a considerable period would seem quite a problem. 

To try to force them into agreement, on the other hand, by a Federal statute 
such as S. 1286 (H. R. 5168) against the will of the stockholders and/or direc- 
tors of each purchasing corporation would seem to have its weak spots from 
such standpoints as logic, practicability, sound business structure, and even, 
perhaps, the question of the constitutionality of such a statute. 

In any event, considering the need for making some sort of a reasonably 
early move aimed at getting the PCC’s into a position where they are no longer 
dependent upon and at the mercy of continued Government financial support it 
seems there would be little to lose in at least considering the second above 
mentioned approach as a possible substitute for the first. 

Here, the problem seems one of what kind of program might be worked out, 
agreed upon by the PCA’s, and started fairly soon which would avoid the 
complexities and difficulties of an attempt to force upon the PCA’s a sudden, 
drastic jump into the PCC ownership and operation problem, but which still 
would aim at placing the PCC’s where they would no longer have to depend 
for their continuance for the foreseeable future upon either Government-supplied 
capital or the expense funds derived from the investment income therefrom. 

In this connection, it looks like a plan along somewhat the following lines 
might at least be worth consideration : 

(a) The PCO of each district to remain a Government agency but to be tied in 
with the district FICB by making one person the head of both. 

(bo) At the outset— 
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1. No sudden and drastic change to be made in the existing extent of PCC 
supervisory, etc., services or organizational setup, changes here to be worked 
out later in the light of experience. 

2. The PCC to retain its present capital funds including surplus and the 
income therefrom, changes here also to await further developments in the 
light of experience. 

(c) Along with provision for such a PCC-FICB tie-in, amend the Farm Credit 
Act, if necessary, to make it possible for the head of the FICB-PCC agencies 
to handle, when the time comes, the costs of the PCC by adding them to the 
FICB discount rate for PCA’s. 


(d) Start a program, when the tie-in has been completed and smoothed out, 
aiming at— 

1. Gradually trimming the PCC services and costs, giving full consideration 
to the needs of the rank and file of PCA’s for continued supervision. 

2. Gradually giving back to the Government the Government-supplied PCC 
capital funds, considering the need for retaining for a reasonable period suf- 
ficient to (1) supply PCA’s with some additional capital if needed in emergen- 
cies and (2) leave the PCC with sufficient income so that its annual operating 
deficit would not be too heavy a load for even the financially weaker PCA’s to 
start taking on through increases in the FICB discount rate. 

(e) As experience proved this could be done without undue upset to the PCA’s, 
gradually increase the giving back of Government-supplied capital funds, off- 
setting the gradually reducing PCC income with increases in the FICB discount 
rate for PCA’s. 

(f) Aim at the eventual return of all the Government-supplied PCC capital 
funds to the revolving fund in the United States Treasury and the handling of 
all the PCC operating costs via the FICB discount rate route for PCA’s. 

(g) When and if capital funds ever were thereafter needed for supplying 
PCA’s with additional capital, have the United States Treasury loan them to the 
PCA’s at PCC direction, from the revolving fund, the price paid by the PCA’s 
for this capital to compensate the United States Treasury for the loan. 

(h) When and if the program had progressed to the point where the PCC’s 
were completely independent of the Government for operating expense funds 
(the PCA’s having assumed this burden) and where all the PCC capital funds 
had been returned to the revolving fund in the United States Treasury and where, 
if additional Government capital was needed thereafter by any PCA, it would 
pay the Government for the money, then could be considered, if thought neces- 
sary, the building of a fund by the PCA’s themselves, reasonably sufficient for 
supplying additional PCA capital if and as needed, to replace the plan of relying 
on the revolving fund in the United States Treasury for that purpose. That 
final step, if found necessary, would complete the objective of getting the PCC’s 
where they were completely independent of financial support for either capital 
or expense funds from the Federal Government. 

(i) Then a plan of getting the FICB’s into the same or a similar position of 
independence from Government financial support could be looked into, including 
even going so far, if by then it looked worth doing, for the PCA’s to take over 
from the Government both the PCC’s and FICB’s at the same time, since owner- 
ship of one without ownership of both would hardly be worth while from the 
standpoint of getting the entire system into a position independent of Govern- 
mental, political, ete., influences. 

If ownership by then was worth the trials and tribulations involved where 
agreement by sO many owners would be necessary, it could be taken as a final 
step in the light of the experiences gained by the other steps as proposed herein 
and taken up to that time. On the other hand, maybe the ownership approach 
would by then be found to be unnecessary, thus enabling all concerned to avoid 
the trials and tribulations seemingly unavoidable once the PCA’s were com- 
mitted, either voluntarily or by compulsory Federal statute, to that approach. 

As incidental advantages of this plan, in addition to those of providing a means 
for a gradual rather than a sudden, drastic, once-and-for-all changeover to a 
complete PCA ownership of PCC’s program, would seem to be the following: 

1. In the light of experience under the gradual plan, such a drastic change- 
over as complete PCC ownership by PCA’s might be found unnecessary to a sat- 
isfactory solution of the basic problem involved. 

2. It would seem to open up with reasonable speed a practical means of getting 
the PCC’s off the Government’s back and in shape to keep going wihout being 
at the mercy of Government financial support, avoiding at the same time any 
need for a once-and-for-all commitment to the ownership plan. 
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3. It would seem to provide a way of meeting PCC expenses by the PCA’s with 
the burden fairly apportioned on the same basis as that on which the PCA’s 
meet FICB expenses (via the FICB discount rate) on a dead certain, automatic, 


pay-as-you-go basis for all PCA’s, 
4. It would create for all concerned, PCA’s and FICB-PCC combined setups 


alike, an equal mutual incentive for helping hold down PCC costs and thereby 
the FICB discount rate for PCA’s. 

Mr. Dongs. As was mentioned yesterday, there have been several 
alternative plans proposed and I will not go into detail on this one, 
other than to say we will introduce it for the record so that it will be 
before the committee for whatever value it might have in your con- 
siderations. 

In conclusion, we, in our PCA group, representing the PCA farmer- 
rancher members right down at the grassroots, plead for time—time 
to study the relative merits of our own plan and others which are being 
proposed by PCA’s in other regions. We are not satisfied with the 
approach of the proposed bill. Its basic concepts cannot be defended 
on any sound grounds. Whatever plan is adopted and enacted into 
law will be ours to live with under perpetual obligation and financial 
responsibility. Let us make certain that the plan we devise is con- 
sistent with good practice, realistic, and as foolproof as we can make 
it, to the end that the production credit system may be assured of 
offering in the future, as in the past, a suitable economical and, above 
all, a dependable source of credit for the people of American agri- 
culture. 

Thank you very much, Mr. Chairman, for the opportunity tu appear 
before you and for your indulgence in listening to my remarks. 

If there are any questions, I will be glad to try to answer them. 

The Cuarmman. Thank you very much, Mr. Dodge, for your state- 


ment. 

Are there any questions? 

Mr. Hogven. Mr. Dodge, at the beginning of your statement you 
said it related almost entirely to title II. If title II is stricken from 
the bill, then would you oppose the bill? 

Mr. Doner. We would not. I would not—do not purport to pass 
judgment even on the other sections of the bill. I have not even read 
them. 

The Cuarrman. You do not object to all of the provisions in section 
IT, do you? 

Mr. Dover. No, I donot. I should qualify my statement by saying 
that practically all of the testimony that is in here is aimed at section 
201. 
As to the other amendments, as far as I know, they are constructive 
amendments and we would be very happy to see them passed by the 
Congress. 

The Cuarrmman. Mr. McIntire. 

Mr. McIntire. May I ask you, Mr. Dodge, as to whether or not in 
our area, the production credit association and the national farm 
oan associations are coordinated in that they are operating out of the 

same offices and perhaps under the services of the same secretary and 
treasurer, or whether they are operated as distinct and separate units 


in general ? 
Mr. Donen. I think that in most instances, Con, an, that we are 


operating as a distinct and separate unit. Certainly that is the 
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situation in the State of Nevada and I think that is pretty much true 
throughout the districts. There may be instances where they have 
common offices, and a common secretary and treasurer. That used 
to be the situation, I think, more than it is now. 

Mr. McIntire. My point is that, in relation to the bill as it pertains 
to the national farm loan association, that there is no relationship ? 

Mr. Doper. There is no relationship. As we see this bill, that calls 
for absolutely separate considerations, affects separate interests, de- 
pending upon which title is involved. They are absolutely separate 
segments of farm credit. 

r. MoInrime. Thank you. 

The Cuarrman. Are there any further questions ? 

Mr. Warts. Do you think that the associations are financially able 
at this time to take over the obligations and own the corporation ? 

Mr. Doner. Well, I would say that at the present level of costs of 
supervision of the corporation, that there is some serious doubt. I do 
not think that is true, necessarily, of the associations that I represent 
here. But that is why I have quoted these particular figures to show 
that this system, when you take it in its composite, is not in the 
strongest kind of shape financially, and I think there is some serious 
doubt. But I might just say that there was some testimony by a 
witness who appeared before the Senate hearings the other day, and 
who, unfortunately, was not able to be here, from South Carolina, who 
gave some very interesting figures on the situation in his particular 
area, where he did not think there was any chance of supporting the 
supervisory costs at the present level. 

r. Watts. We have heard a number of witnesses who have testi- 
fied that when the association took over the corporation they should 
also take over the intermediate credit bank. Would the taking over 
of both of them at the same time add to the financial burden problems 
of the association ? 

Mr. Doner. It would add to the financial obligations, as far as the 
necessity under the plan of requiring Government capital that was 
in the district bank, as well as that which remains in the production 
credit system, production credit corporation—there is about $60 
million worth of capital, Government capital, in the intermediate 
credit banks. 

As far as the operating responsibility is concerned, that is a sort 
of an unknown question, as to whether it would increase our super- 
visory costs, whether they would remain stable, or whether they would 
be reduced, in the light of that consolidation. 

Mr. Warts. You are not advocating at this time that the association 
take over both? 

Mr. Donen. We are not; we are not. As you well know, while 
that is a part of our production credit system, the farm credit people, 
for various reasons, have not come in at this time with a plan for 
taking over the intermediate credit banks. 

Mr. Warts. If I understand your statement aright, you feel that 
more time should be given for the study of this whole plan? 

Mr. Donen. Well, we think that is a part of it, and there has been 
considerable opinion around the country—I will not say it is the 
majority opinion—but there has been considerable opinion, that it is 
only consistent to consider this thing as a package deal, because the 
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intermediate credit bank is an integral part of the whole production 
credit system plan. That is where we ii scount our money. 

Mr. Warts. In other words, when you take over one, that con- 
sideration should be given to taking over both, but that the plan 
should be further studied before anything is done ? 

Mr. Dover. Well, we think that very definitely there needs to be 
further study, as far as this present written piece of legislation is 
concerned. Then, there is the further contention that it should be de- 
layed and considered as a package deal with whatever plan is finally 
evolved for taking over the intermediate credit banks. And I might 
say that the associations themselves have little or no knowledge of 
whatever plan that might be in the wind about that, and they have 
not had the opportunity to consider this particular proposal about 
= Eee credit corporation in the light of the plan that would 

finally come out for the taking over of the intermediate credit banks. 

Mr Warts. Is there considerable thought, at least among some of 
the Associations, that they would be financially better off if the pro- 
gram is allowed to run on just as it is? 

Mr. Doper. Well, I think without doubt they would be financially 
better off, because the Government has been footing the bill, at least 
somebody other than themselves. However, they do not seek to avoid 
their proper obligations. And I think, almost without discord, that 
the associations are in sympathy with the objective of taking the Gov- 
ernment out of this deal. We want to be independent. Want to be 
able to once and for all remove the Government subsidies from this 
system. However, we have got to do a lot of realistic thinking; we 
want to do it on a realistic basis. We should do it so we will be able 
to survive in the light of competition, and in light of the economic 
factors that affect a lot of these associations, and these are serious 
problems, and we cannot—at least in the case of a lot of these associa- 
tions that are just on the very borderline now—see how they are going 
to bear this additional cost. 

Mr. Warts Do you think the functions of the corporation and the 
credit banks should be merged at this time? 

Dr. Dover. Well, I have thought about that for 14 months and my 
personal o ee is that they could. However, my personal opinion is 
probably formed in the light of the conditions in my own association. 
T have an association which I think is pretty strongly managed, has a 
good board of directors, people of good judgment, and we “would be 
willing to see it consolidated. We think that whatever supervision we 
might “need could well come from the discounting agency as well as 
the separate supervising agency. 

We think there are some advantages to a direct debtor-creditor rela- 
tionship, but I cannot say that I could express an opinion for some 
other association which, because of financial weakness or one thing or 
another, face insecurit ‘about the future, and who might feel that they 
would have to have all the supervision that they can get, and leading 
by the hand, so to speak. 

Mr. Warts. As I understand the situation, a corporation, when an 
association needs more money, purchases the capital stock of that 
association. 

Mr. Doper. That is correct. 

Mr. Warts. That does not come under the category of supervision. 
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Mr. Dopex. That is not a supervisory function particularly, no. 

Mr. Warts. If the two were combined, then it would be necessary 
to make some provision with the credit bank, for a similar arrange- 
ment, whereby the credit bank would purchase the stock of the 
Association / 

Mr. Doper. Oh, I think so; the concept that we have always had 
about having a source of capital is that we are not overcapitalized 
particularly ; we have done well over the years to build up some capital 
structure to retire Government money which was originally put into 
our association, and if we should ever have some serious national eco- 
nomic reverses in this country, in order to insure the availability of 
this credit to the people of agriculture, as was the problem of the 
Congress back in 1933, when during the depression, it instituted this 
plan, why then we would have to call on some additional sources of 
capital in order to keep going. So I think there is real merit in the 
»lan somewhere to have a reservoir or pool of ample capital that can 
be -alled upon. 

Mr. Watts. I think that is all, Mr. Chairman. 

The CuatrRmMaNn. Senator Malone, did you wish to ask any questions 
of Mr. Dodge? 

Senator Martone. I would like to say, Mr. Chairman, that I think 
Mr. Dodge has made a very clear statement. 

There is just one question. I think your testimony, Mr. Dodge, has 
indicated that these associations should be put in the position of taking 
care of themselves, under proper supervision. 

Mr. Doper. Yes, sir, Senator; I have never been able to reconcile 
that part of this bill. To me, it just does not make sense to transfer 
to a group of private corporations, the ownership and operating 
responsibilities of a system like this, and not expect to give them the 
direct control of their business. We do not do it in private business 
affairs. 

Senator Martone. And one other point: You feel, with reference to 
the question of taking care of certain associations, that if, for example, 
there is one association which is not quite so well endowed or man- 
aged, and were made to depend upon the better-managed association, 
it might well place a premium on poor management ? 

Mr. Doper. That is right. And I think that it could well be a very 
natural tendency, where you had an association in trouble, that the 
Board would try to do what it could to help them along. 

Well, we are in favor of that to a degree, but we do not want to 
help them along to the point where we have got to back them. And, 
as I say, the danger to us under this broad grant of power, where 
the district board can set, or apportion, these costs in such a manner 
and amount as will take care of them, that they might sometime get 
into a line of thinking that these people are making a little more money 
than these other fellows, and they ought to contribute a little more of 
the expense. That is unsound to me, and that is the real danger, to 
me. I do not think at present it exists, but I think it could sometime. 

Senator Martone. Mr, Chairman, I want to thank you for this 
opportunity of appearing before the committee, and I want to add 
that Mr. Metcalf, secretary and treasurer of this association, has 
spent his entire life in the livestock business; he was secretary of the 
livestock association of Nevada for many years; I know all of these 
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people, and I believe that we have a board there with knowledge of 
the operations that fully qualify them to speak. 

I want to thank you very much for your courtesy. 

The Cuarrman. Thank you very much, Senator, for coming over. 
We are delighted to have you with us. 

Mr. Hagen, any questions ? 

Mr. Hagen. Mr. Dodge, you have a livestock PCA that is state- 
wide? 

Mr. Dopar. We are statewide, yes; there is one farm PCA. 

Mr. Hagen. Yes. 

Mr. Doner. And there is one farm PCA, the Utah Farm PCA that 
is statewide. 

Mr. Hagen. You also represent the California Livestock Asso- 
ciation ¢ 

Mr. Doper. I do. 

Mr. Hagen. Is not your position on this different from the overall 
farm PCA’s in California ? 

Mr. Doper. Yes, I think it is. 

Mr. Hagen. It is very difficult to see, if you are going to have 
subsidy for farm programs of various kinds, and since this is a rela- 
tively minor subsidy, I am just wondering why you have reached a 
different conclusion with reference to this particular subsidy, since it 
is relatively minor in cost. 

Mr. Doper. Well, I think because of a noble patriotic feeling that 
they want to show good faith with the Government, and they feel 
that since in the past they have enjoyed tax exemption and that sort 
of thing on the Government dapitel that remained in the fund, and I 
personally feel that at that time they may have felt that they were 
subject to some criticism by the commercial banks because they en- 
joyed those cooperative advantages, and I know, in my own thinking, 
the reason why I would like to see the system independent, with the 
Government out, entirely, because I think then we could withstand 
anybody’s criticism when they make the point of favoritism on the 
part of the Government. 

Mr. Hagen. Well, if you were convinced, regardless of how much 
criticism the banks seiales make that Congress was still going to au- 
thorize this program, is it reasonable to assume that you would then 
be advocating that the Government subsidy be removed ? 

Mr. Dover. We have people right within the group that I represent 
who express the opinion that they do not see why our people should 
take the lead necessary in the move to get away from Government 
patronage, where there are so many other segments in industry and 
activities in our country that are favored one way or another by the 
Government. I think there is some merit to that contention. How- 
ever—and we do not take an adverse position to that contention, and 
I do not think that there is anything that represents any substantial 
amount throughout the PCA’s; but I will say this, that we are all tax- 
payers, and I think that a lot of us, fortunately, who, unfortunately, 
1ave gotten into a frame of mind of thinking that, well, as long as 
the Government is going to be passing out these things, and since we 
are having to foot the bill, we might as well get our share of it—I 
think that is an unfortunate frame of thought to have been developed,, 
but I would say that it is nonetheless the fact, and that we would not 
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take the position of opposing the Government, if it wants to continue 
the support of this supervisory agency. That, of course, was men- 
tioned here by some of the testimony yesterday, as a part of the public 
interest, and that is something that the Congress needs to be thinking 
about; but as far as the availability of a dependable source of credit 
for the people of agriculture, that needs to be considered. 
Mr. Hagen. Actually, this program is going to raise the cost of the 
loans to the members; is that correct ¢ 
Mr. Dover. That is correct; I think that it is bound to raise the cost. 
My. Hagen. The question is how much; you figure one quarter of 
percent ? 
Mr. Doper. A quarter of a percent is about what we figure. 
Mr. Hacen. There are others who think the figure would be higher. 
Mr. Doper. In some instances, I think it will be. 
Mr. Hagen. Depending upon the general prosperity of that area? 
Mr. Doper. That is correct. In the light of this 6.36 average of 
interest that was charged to the system last year, then it begins to 
creep up. But bear in mind there are a lot of associations where it 
will be well above that, where it may be in excess of 7 percent. So that 
these things become very realistic considerations. And one of the 
failures in my opinion about this whole deal has been that nobody has 
iven us any assurance that the costs are going to be reduced, and they 
ave got to be reduced, and if we are going to be realistic we must 
face them. 
The CuHarrman. Thank you very much, Mr. Dodge, for your 
statement. 
Mr. Doper. Thank you. 


STATEMENT OF HON. HOMER H. BUDGE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IDAHO 


The Cuamman. We are delighted to have with us at this time our 
colleague from Idaho, Hon. Homer H. Budge. 

Mr. Buper. Thank you, Mr. Chairman and members of the com- 
mittee.. It is my privilege this morning to introduce to you a dis- 
eoerence citizen from my State, Mr. Tom Heath of Preston, Idaho. 
I think Mr. Heath is particularly qualified to appear before you this 
morning. He operates his own farm. He operates one of the largest 
sugar factories in the intermountain country and he has been head of 
the Eastern Idaho Production Credit Association since its inception 
some twenty-odd years ago and has served with distinction for a num- 
ber of years in the Idaho State Legislature and is now a member. of 
the senate of that body. Permit me to now introduce to you, Mr. 
Chairman, Mr. Tom Heath. 


STATEMENT OF TOM HEATH, OF PRESTON, IDAHO 


The Cuamrman. Thank you very much, Mr. Budge; we shall be glad 
to hear from Mr. Heath at this time. 

Mr. Hearn. Thank you, Mr. Chairman, and members of the com- 
mittee. My name is Tom Heath. I live at, Preston, Idaho. 

I am here to testify on behalf of the Eastern Idaho Production 
Credit Association, the Idaho State Livestock Production Credit 
Association, the Twin Falls or Southern Idaho Production Credit 
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Association and the Baker, Oreg., Production Credit Association. 
And a part of my testimony will carry the blessing of the Southern- 
Western Idaho Production Credit Associstion. 

I was one of the original incorporators of the Production Credit 
5 gy pe of Pocatello, Idaho, which serves 17 counties in southeast 
Idaho. 

I became interested in it because my company operates in the field 
of agriculture and had experienced a difficult condition. There was 
no finance available to farmers for livestock feeding on their farms, 
and things of that sort during the late 1920’s and early 1930's. In fact, 
in the late 1920’s, while we had a little money, my company did some 
of that financing to help those citizens. 

In the early 1930’s, we, like everyone else, did not have any money 
to do it with and these meetings were called to talk about forming the 
production credit associations. I attended the first meetings and asked 
a few questions and was selected on the first board, and the president 
of the corporation asked if I would serve as president of the associa- 
tion. 

I told him that I would do that on one condition, and that would 
depend upon who is going to be the manager of the association. 

His choice at that time was a poor man, not well qualified for the 
job. I did not agree. So we picked a man who has since that time 
been the secretary-manager of the association, and I think I can say 
that our association is one of the few largest ones in the Nation. We 
were one of the early ones to retire Government capital. 

We have in the course of our lifetimes paid out about $100,000 in 
dividends. Since we have become completely member-owned we have 
paid in excess of many, many thousands of dollars in Federal income 
taxes. But we do not attempt to run this PCA as a profitmaking 
organization. 

The real service of the PCA is the dependable source of cheap credit. 
Let me illustrate what happens in agriculture some times. Not long 
ago it was rumored in western Idaho that one of the reservoirs in that 
area would not fill, that they could not get enough water to fill it. 
Immediately the bankers put up their hands and there was a resistance 
of credit in that area. Again the farmers of that country discovered 
that PCA was at their beck and call as to a good source of credit. Our 
association at Pocatello has accumulated in stock and reserves in excess 
of a million dollars. We are a million dollar corporation. 

We do not think we should be treated like that one section of 201 
treats us. I can say for the people that I represent, my own associ- 
ation and the others, that we have no objection to that phase of the 
bill that deals with the national farm loan associations. As a matter 
of fact, in reading that, and knowing what I know about that part of 
the system, I think the Board ought to be complimented. I wish they 
would treat us as grownups like they are treating the farm loan 
associations. 

They have started to make that felt as really farm-owned and farm- 
managed. If you read that section of the bill, I think they have 
done a good job with it. I know too little about the cooperative 
section of the Farm Credit. I am not particularly a cooperatively 
minded person. But I suppose they have handled that to the satis- 
faction of the cooperative groups. 
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As stated before, there are some parts of the section, too, that deals 
with the PCA’s that are quite all right. For instance, that part that 
makes the election of directors by the stockholders instead of being 
appointed by the Governor. That is a good step. There are several 
others. 

The Cuarrman. May I interrupt you? 

Mr. Hearn. Yes, sir. 

The Cuamrman. Did this proposed legislation come as a complete 
surprise to you? 

Mr. Hearn. It comes this way: I have here Governor Tootell’s re- 
port or letter that was the starter of this bill, I suppose. 

The Cuatrman. I understand that this section which is so contro- 
versial was actually drafted by the PCA members of the Board. I 
am surprised that the PCA members of the Board did not pass the 
news around to all the PCA’s so that they might know what was being 
considered and what might be proposed to Congress. 

Mr. Hearn. I would render a personal opinion to that question, and 
that is this: We have a newly created farm board that is made up of 
12 very fine men. They are equally, I think, distributive. There are 
a certain number of PCA fellows, a certain number of land-bank fel- 
lows, and a certain number of cooperative men. Then I think the 
Secretary of Agriculture makes one designation himself. For in- 
stance, in our district the man who represents us on that farm board 
happens to be from the segment of cooperative credit, which is the 
woul’ link of the credit system in our section of the country. I 


knew, prior to his selection as a Board member to the Federal Board, 
that he had not too much knowledge of production credit work. 


Therefore he has been in the counsel of the farm board in getting 
this legislation ready. 

To get the report ready that Mr. Tootell gave in such a short time, I 
think he dated it on January 6, he would have had to have the help of 
other people. I am suspicious that the principal help on this section 
of the bill came from the presidents of the corporations. 

They have been highly successful in perpetuating their same type 
of organization that we had when we were youngsters, before we knew 
how. Then they were needed. That type of group was needed to 
guide this production credit down a successful way. But today it is 
not so necessary. For instance, their supervisory work, which would 
still continue if you pass this bill 

The Cuatrman. Let me come back to my question. Did they send 
out any circulars or give you any information in the PCA’s that 
they were contemplating such a change as this? 

Mr. Huaru. I have a letter here from the president of the corpora- 
tion. I would like to refresh my mind on the date. 

The Cramman. There is no need to go to the trouble of finding 
that. We have a lot of other witnesses. But did you know it? ; 

Mr. Heatu. Not soon enough. Mr. Chairman, they have placed, 
in my judgment, entirely too much reliance upon the information they 
got from the advisory committees. I have no criticism of the ad- 
visory committees because we do select them. But as long as these 
corporations were Government sustained, in many of their little ac- 
tivities, the hard-headed boards of these production credit associations, 
who are busy men, did not pay too much attention to some of the minor 
things that they were setting out all the time. I know that we were 
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careless in the selection of our member of the advisory committee.» As 
a matter of fact, in this legislation, he was not even present. But when 
the full significance of this change hit our section of the country and 
we realized what it meant, it would take more than half of our present 
earnings, of one of the biggest associations in the Nation, one of the 
largest, one of the first to be completely member-owned, and one that 
has been paying income taxes for years. 

I believe that the corporations should be abolished. They should 
be done away with. They have served the purpose that they were 
set out todo. But in writing this legislation, I fear they have had a 
hand in trying to perpetuate their present situation. 

The supervisory work we need, and we do need it. We want credit 
audits, we want audits of the books, but we do not need such rubbish 
as this. For instance, if my board, which is made up of a group of 
hardheaded fellows, want to raise a stenographer $15 a month, I 
think we are capable of doing it. I do not think we have to have a 
board that is going to cost $150,000 a year for the District to tell us 
that. I do think the Governor of the system should have criticism 
of our salary rates and possibly rejection of them, but I do not think 
it needs 12 boards sitting around the country to do that, to handle 
500 associations, or, in our case, in the 12th district, 30 associations. 

I believe a little corner of the intermediate credit bank could be set 
up under a vice president or something of that sort, whereby he could 
furnish credit supervision and all other supervision that may be 
necessary. 

The Cuarrman. Your real objection is only to section 201? 

Mr. Hearn. That is right. 

The CuarrMan. If we eliminate section 201, you would have no 
objection to the rest of the bill ? 

Mr. Heatu. No objection to the rest of the bill, that is right. I 
think by all means you should not write that into law now. I think 
you might want to consider that, because another thing that the Board 
has been instructed to do, and, Mr. Chairman, if you will pardon me 
for saving this, the mere fact that the last Congress told this Congress 
what to do does not mean necessarily that you have to do it 

The Cuarrman. The last Congress did not tell this Congress what 
todo. They suggested it. 

Mr. Hearn. They suggested what to do with this. 

The Cuarrman. I think-the Board has gone about it in a very dili- 
gent and conscientious manner. 

Mr. Hearn. But the one thing that Mr. Tootell did report on, on 
the intermediate credit banks, I would like to remark on for just a 
moment. The intermediate credit banks have been highly successful. 
They are not costing the taxpayers any money. They are making 
profits. They are well run. They are well managed. They have the 
confidence of the investing public. The debentures are sold at low 
rates of interest and, therefore, they make this credit available so 
that the farmer is enjoying the cheapest credit he has ever had. If 
we change that intermediate credit bank from its existing form which, 
in part, is an agency of the Federal Government, and place it as a 
farm-owned, farm-managed, institution, I wonder if it will not have 
its effect upon the sale of debentures in the future, particularly if we 
should get into some trying times. I would like to caution not only this 
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committee but the Board on that treatment of the intermediate credit 
bank, which is not in the bill. 

_ I think they could well afford to leave the intermediate credit bank 
just as it is, particularly when it is not costing anybody any money, 
the taxpayer or anyone else. It is a well established institution. They 
could then set up in a corner of a department to furnish the supervision 
which the PCA’s are glad to have. 

Under this proposal, they could well afford to put a six- or eight- 
thousand-dollar man in every PCA in our district for supervisory 
work as cheap as this corporation would be. It is a ridiculous proposal 
that they have made in that 201 section. 

The Cuairman. We thank you very much. 

Mr. McIntire, did you have a question ? 

Mr. McIntme. Just one ae In relation to the present com- 
position of the district boards of directors, they serve, it is my under- 
standing, as a board of directors for each of the separate units within 
the district, and each unit is represented on that district board. Do 

ou feel that that type of composition of the district board, and serv- 
ing as the board of directors for each of the separate units is satis- 
factory and should be continued ? 

Mr. Hearn. It has not been in existence enough for me to form an 
opinion. 

Mr. McIntire. It has been in existence a long while, I believe. 

Mr. Heata. Which board do you mean? 

Mr. McIntire. The district board of directors of each of the farm 
credit districts. 

Mr. Hearn. Yes. Well, I think that has been changed now, where 
we elect more of them, and fewer of them are ipeoiated 

For instance, at the end of this year, it is my understanding that 
every PCA in the 12th district will be completely member-owned. So 
we should have a full representation on the board. 

Mr. McIntme. You think the law as set up now is fully satisfactory ? 

Mr. Hearn. I am not qualified to say about that. I have never in- 
terested myself in being a member of one of those boards. I like to 
run my own little institution. 1 know it is so important. The Con- 

ress has never done anything for agriculture in my judgment that has 
n as valuable as this PCA finance to the farmers. You should be 
very careful about doing anything that would injure it. 

Mr. McIntire. That is all. . 

The Cuamman. Thank you very much. 

The next witness is Mr. Garstang. 

Mr. Garstang, do you have a prepared statement ? 

Mr. Garstang. Yes, Mr. Chairman. It is quite short. 

The CHarrman. I was hoping we could finish with these remaining 
witnesses in 10 or 12 minutes. You go ahead and finish your 
statement. 


STATEMENT OF M. R. GARSTANG, GENERAL COUNSEL FOR THE 
NATIONAL MILK PRODUCERS FEDERATION 
Mr. Garsrane. The National Milk Producers Federation is a na- 


tional farm organization. It represents nearly half a million dairy 
farmers and some 700 or more dairy cooperatives which they own and 
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operate and through which they act together to process and market at 
cost the milk and butter fat produced on their farms. 

The Federation reflects solely the viewpoint of dairy farmers and 
their cooperatives. Our bylaws require at lost 75 percent of our board 
of directors to be active dairy farmers. 

In terms of volume, about one-fifth of the milk sold from farms in 
the United States is marketed through cooperatives which are mem- 
bers or submeinbers of the federation. Practically every form of dairy 
product poe in substantial volume in the United States is proc- 
essed and marketed through these cooperatives. 

The federation and the dairy cooperatives which it serves are di- 
rectly interested in the banks for cooperatives. Many of our member 
and submember associations are. current borrowers from the banks. 
Others expect to use them in the future. Loans made by the banks to 
dairy cooperatives and outstanding as of June 30, 1954, totaled $35.5 
million. The banks for cooperatives provide an adequate and un- 
derstanding source of credit in a specialized field. Cooperatives using 
them would be handicapped in many instances in finding adequate 
and reasonable financing without the aid of the banks. Those which 
are not presently using the banks are strengthened and encouraged 
by the knowledge that a dependable and discerning source of credit 
is available for use when needed. 

Under the proposal now before the committee, the cost of retiring 
the Government capital in the banks for cooperatives would fall in 
the end upon those individual farmers who own and operate coop- 
eratives that borrow from the banks, Capital funds would be raised 
through an additional charge in the nature of a retain which would 
be added to the cost of borrowed money. To the extent that this op- 
erated to increase the cost of marketing through a cooperative, the 
net returns to farmers for produce delivered to their cooperative 
would be decreased. 

We believe, therefore, that it is important to the committee to know 
how farmers have reacted to this proposal. 

Stated generally, the Federation’s members are agreed that the 
Government capital in the banks should be repaid and they are willing 
to assume their share of the burden of raising the necessary funds to 
accomplish that purpose. 

The legislation setting up the banks for cooperatives has not been 
conducive to the retirement of the Government capital. Because of 
their somewhat different setup, other farm credit agencies have made 
better progress in providing their own capital funds. 

Because of this contrasting situation, the banks for cooperatives 
were subjected to criticism several years ago. This criticism served 
to bring home to agricultural cooperatives a realization of their re- 
spepeang to provide their own capital for the banks and thus retire 
the Government capital. 

At that time, a joint committee of farm organizations was set up to 
draft legislation which would provide a practical method for the re- 
tirement of the Government capital in the banks. The Federation 
was represented on the joint committee and actively participated in 
the drafting of the original legislation. This was introduced in 1948 
as H. R. 6301 and S. 2543: The bill was reintroduced in 1949 as 
H. R. 848. It was reported unanimously by the House Agriculture 
Committee and was passed by the House. Tt was not acted on in the 
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Senate. The current House and Senate bills are redrafts of the earlier 
bills. 

There is one important difference, however, between the current 
bills and the earlier ones. The current bills contain a provision under 
which the Government would retain a contingent interest in the pres- 
ent surplus in the banks even after all the Government capital had 
been repaid. For reasons which I will discuss later, we do not agree 
with this provision and we recommend that the bill be amended to 
eliminate it. 

The bill before the committee is designed to write another chapter 
in the history of agricultural credit, a chapter which eventually 
should result in the banks for cooperatives being owned and controlled 
by agricultural cooperative associations, and in the return to the 
Government of all the capital provided to give the banks a start. 
It is a part of the remarkable story of farm credit—an achievement 
wherein the Government, by providing the use of capital for a period 
of time made possible the development of agricultural credit agencies 
of great importance to agriculture and to the Nation as a whole— 
a success story in which farmers have made and are making a record 
of which they can be justly proud in repaying the Government funds 
which they have been permitted to use. 

The story insofar as it relates to the banks for cooperatives began 
in 1929, when Congress passed the Agricultural Marketing Act of 
1929 and appropriated $500 million to set up the old Agricultural 
Marketing Act revolving fund. The purpose of the appropriation 
was to promote the effective merchandising of agricultural commodi- 
ties through cooperatives and to put agriculture on a basis of equality 
with other segments of the economy. 

The revolving fund was administered by the old Federal Farm 
Board until May 1933, at which time the board was abolished and 
Farm Credit Administration was created. The revolving fund was 
used by the Federal Farm Board principally for two purposes: 1, to 
establish prices through stabilization corporations; and, 2, to make 
loans to cooperative associations and thus permit farmers to act to- 
gether to market their products in an effective and orderly manner. 

The stabilization of prices by the Federal Farm Board proved to 
be an unhappy venture and soon resulted in losses to the fund of ap- 
proximately $330 million. This left roughly $170 million for the 
use of the cooperatives. 

During the years that the fund was administered by the Federal 
Farm Board a great many loans were made to newly organized co- 
operatives to help them get started and to older cooperatives to help 
them in:a period of distress. The years 1929 to 1933 were not good 
years in the agricultural credit field. Losses were inevitable on some 
of these loans, yet the total loss on the cooperative borrowings was 
only $8 million, more than offset by interest collections of $24 million. 

In 1933, the banks for cooperatives were organized and took over 
the functions of financing farmers cooperatives. The Federal Farm 
Board was discontinued and the loans it had made were placed in a 
process of orderly liquidation. 

When Congress set up the banks for cooperatives it appropriated 
no additional funds for their capital. It simply authorized them to 
use as capital whatever funds could be statins from the old revolving 


fund loans. Through diligent efforts by Farm Credit Administration 
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a total of approximately $186 million was salvaged. Of this amount, 
$150 million is currently invested in capital stock in the banks for co- 
operatives. The remaining $36 million is in cash in the revolving 
fund in the United States Treasury, where it is available for use as 
additional capital when needed. 

I have related the history of the revolving fund because it is this 
fund, originally appropriated largely as a relief measure and subse- 
quently salvaged and invested in the capital of the banks for coopera- 
tives, which the farmers through their cooperatives now propose to 
repay to the Government. 

{n this, we ask your assistance in the form of legislation, which will 
enable us to accomplish that — 

The fact that we ask this legislation does not mean that we are dis- 
satisfied with the present law or with the present operation of the 
banks. It means simply that cooperatives recognize an obligation to 
do more than they have in the past to retire the Government capital 
in the banks. 

The efficient operation of the banks from the time they were set up 
in 1933 to the present is amply attested by the fact that they have ac- 
cumulated surpluses and reserves of approximately $80 million and 
that the cumulative loss record for all the banks for all the years of 
operation is only 1/20th of one percent of total loans. During the 
time the banks have been in operation, loans totaling $6.5 billion have 
been made to some 4,800 farmers cooperatives. 

The banks for cooperatives perform an important public service. 
They provide a source of agricultural credit which enables farmers to 
market their products at cost through their own cooperatives. Con- 
gress has recognized in legislation that farmers cooperatives con- 
tribute substantially to the strength of the agricultural economy and 
that this, in turn, affects the whole economy of the Nation. 

In setting up the banks for cooperatives and authorizing them to 
use as capital the funds salvaged from the old Federal Farm Board 
loans, Congress recognized that the banks perform services of value to 
the Nation as a whole. Otherwise it would not have permitted them 
to use public funds. 

Since the banks do perform a public service and will continue to do 
so after the Government capital is retired, it is entirely fitting and 
proper that such surpluses and reserves as are now in the banks should 
remain there as an asset of the banks. 

Cooperatives are not offering to repay the Government capital with 
the objective of making a profit for themselves. They simply recog- 
nize that this important agricultural lending agency which serves 
both the public and the cooperatives should be continued and that there 
is some responsibility on their part to retire the Government capital. 
This they offer to do at par so that no part of the Government money 
will have been lost. 

The Government ought not to exact from the cooperatives any 
greater amount than repayment in full of the Government funds. 
This was not a project entered into by the Government for profit. 

If the surplus funds are left in the banks, they will continue to serve 
both cooperatives and the public and that is the way it should be. 
This eliminates any need for trying to resolve the equities in the. sur- 
plus as between the Government and the cooperatives, 
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We are opposed to the provision in H. R. 5168, section 103 (c) under 
which the Government would retain a contingent interest in the sur- 
plus on liquidation even though all Government capital had been 
repaid in full. ei 

e see no reason why this provision is either necessary or proper. 
The surplus like all other assets of the bank should follow the stock 
ownership. _ 

The retention of such a contingent interest, we fear, would be used 
to subject the banks to interference and control by the Government. 
During any period when there is no Government capital in the banks, 
they should be free of all Government restrictions and controls except 
for the general supervision of the Farm Credit Administration. 

A proposed amendment to remedy this objection is attached. The 
bill, as amended, would then conform to the original recommendations 
of the Farm Credit Board. 

(The amendment referred to is as follows :) 

On page 13, beginning at line 19, strike out all of subsection (c) and insert 
the following: 

“(c) APPLICATION OF ASSETS ON LIQUIDATION OR DISSOLUTION. In the case of 
liquidation or dissolution of any Bank for Cooperatives, after the payment or 
retirement, as the case may be, first, of all liabilities; second, of all outstanding 
capital stock issued before the effective date of title I of the Farm Credit Act 
of 1955 at par, all class A stock at par, and all class B stock at par; and third, 
of all class C stock at par; any surpluses and contingency reserves which were 
on hand as of the effective date of said act shall be paid to the holders of out- 
standing capital stock issued before the effective date of said act, class A stock, 
and class C stock pro rata and any remaining surplus and contingency reserves 
shall be distributed to those entities to which they are allocated on the books 
of the bank. If necessary to use any surplus or contingency reserves to pay 
any liabilities or to retire any capital stock, allocated contingency reserves and 
surplus shall be exhausted first in accordance with rules prescribed by the 
Farm Credit Administration.” 

Mr. Garstanc. We hope the bill will be amended in this respect, 
and that the amended bill will be reported by the committee. 

The Carman. We thank you very much, Mr. Garstang, and we 
sentreee your preparing this amendment. I am sure the committee: 
will give it consideration. 

Are there any questions of Mr. Garstang? 

If not, we thank you. 

Now, we shall hear from Mr. John Riggle, National Council of 
Farmer Cooperatives. 


STATEMENT OF JOHN RIGGLE, SECRETARY, NATIONAL COUNCIL 
OF FARMER COOPERATIVES 


Mr. Ricetz. Mr. Chairman, my name is John Riggle. I am sec- 
retary of the National Council of Farmers Cooperatives. 

Mr. Chairman, I would like to read this statement into the record, 
if that pleases the committee. 

The Cuarrman. All right, sir. 

Mr. Ricete. This statement is made on behalf of the National Coun- 
cil of Farmer Cooperatives, an organization of farmers’ business 
associations, marketing the commodities produced by farmer members, 
and purchasing the production supplies used on members’ farms. 

Beginning in 1934, the National Council began to favor a policy 
of orderly and progressive capitalization and operation of the agen- 
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cies of the Farm Credit Administration by farmer patrons\on a 
cooperative basis. 

However, not until after the end of World War II was the agricul- 
tural economic situation stabilized enough to warrant actively under- 
taking the studies and conferences necessary to accomplish that ob- 
jective. For the war economy and the aftermath, in spite of many 
restrictive conditions, furnished the incentives for production expan- 
sion and marketing of capacity production which provided the 
finances necessary for capitalizing adequately farms and farm ser- 
vices and farm businesses, including the expansion of services, sup- 
plies, equipment and facilities required for the modern technology of 
agriculture. 

“F arming has gone increasingly on a éash credit basis. During the 
period from 1940 to 19: 54, the yearly capital expenditures on farms in- 
creased from $1.400 billion to $5.607 billion. Annual farm machinery 
pure hases alone i increased from $377 million in 1940 to $2.198 billion 
in 1951. Total cash operating expenses have multipled from $6.682 
billion in 1940 to $21.863 billion in 1954. Credit has become an essen- 
tial factor in capitalizing and operating farms and in the purchase 
of supplies and marketing of the products. 

This is particularly true of the postwar adjustments and moderniza- 
tion. Farm mortgages which were paid down about half during the 
war, have increased from $4.941 billion in 1945 to $7.656 billion in 
1954 and short-term operating credit has increased from $2.304 billion 
to $6.158 billion in the same period. 

At this time, Mr. Chairman, I would like to offer for the record 
this separate sheet which has some figures regarding the cash position 
of the farmers and the cash squeeze on the farm operations in capital- 
ization. 

The Cuairman. Do you wish to submit it for the record or for the 
committee ? 

Mr. Rieerx. I would like to attach it as an appendix to this state- 
ment. 

The CuHarrMan. Without objection, that will be done. 

(The data referred to above follows :) 
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APPENDIX 





| Percentage | 
1940 changes 





Farm labor: | 

PEE SOE 5 Radek bondysdiobicdibes- ddbeg $1, 031, 000, 000 +189. 0 $2, 985, 000, 000 
oadin ; $2, 805, 000 —22.8 | $2, 163, 000 
PT Sea sec cukdedesonsneasaaue $8, 866, 000 —14.3 | $7, 595, 000 
Man-h sins .| 20, 520, 000, 000 —16.0 | 17, 175, 000, 000 
Wage rates_ __- wis aten he sa Fm (1910-14) 131 +288. 0 508 
Rural living cost- send adee la nigh (1910-14) 121 | +126. 0 274 
Real farm wages -. outa sail (1910-14) 108 | +67. 0 185 
Production index. _.-_._..--_.- ise etd (1985-39) 112 +54. 0 | 173 

Farm capital requirements: 
Value farm machinery atl $3, 603, 000, 000 +337. 0 $15, 765, 000, 000 
Value land, buildings, equipment per farm___-_} $6, 800 | +268. 0 $25, 000 
Capital expendiures (year) _- --.----| $1, 403,000, 000 +150. 0 | $5, 607, 000, 000 
Farm machinery purchases (year) - - ; $377, 000, 000 | +477.0 | (1951) $2, 198, 000, 000 
Farm expense involving industrial labor costs: 
$1, 031, 000, 000 | +189. 0 | $2, 985, 000, 000 
$1, 085, 000, 000 +356. 0 | $4, 951, 000, 000 
Operation of motorized equipment... ___---- $584, 000, 000 | +281. 0 | $2, 225, 000, 000 
Fertilizer i Dacwiutine $261, 000, 000 | +350. 0 | $1, 175, 000, 000 
SE ON sila ssid, cscs dhe awn igh on nese $998, 000,000 | +282. 0 $3, 800, 000, 000 
‘Misentiensous supplies and services___.__.._. $963, 000, 000 | +175.0 $2, 655, 000, 000 
Total expenditures.._............-....-..-.- $6, 622, 000, 000 | +230. 0 $21, 863, 000, 000 
Farm income and national income: | 


Gross farm income..._...............----..--.| $10, 920, 000, 000 +209. 0 | $33, 847, 000, 000 
Ns $4, 298, 000, 000 +178. 0 $11, 984, 000, 000 
PUGuen BOI $72, 768, 000, 000 +-263. 0 $263, 758, 000, 000 
Per capita farm income-__-_..............-...| (1941) $243 +170. 0 $658 
Per capita nonfarm income a (1941) $819 +124. 0 $1, 836 
Farm income, national, percent. ..__..-- ia (1940) 6.8 | —23. 5 | 5.2 
Farm population of total__.__- ‘ —41. 5 | 13.5 





tek : 23.1 
Consumer price (index) large cities (1935-39) - (1941) 105 +83. 0 192 


1945 


Farm finances: 
Farm mortgages $4, 941, 000, 000 +50. 0 $7, 656, 000, 000 
Short term. ............. $2, 304, 000, 000 +167. 0 $6, 158, 000, 000 
Deposits, rural banks, 20 farm States (index) -- 80 +47.0 118 
Total bank deposits, United States (index) _ _- (1944) 107 +73. 0 (1953) 173 





Mr. Rigete. Borrowings of farmer cooperatives from the banks of 
cooperatives alone grew from $76 million in 1940 to $303 million in 
1954. These are dominantly the smaller cooperatives, because the 
local county banks with which they deal are not able within their 
loan limits to take care of the fixed and operating capital credit which 
local associations require. Nobody knows how much larger farmer 
cooperatives have borrowed from large commercial banks and invest- 
ment institutions. 

The experience over these years shows that farmers have financed 
the increased capitalization of their farms first, and their business 
associations, such as marketing and purchasing associations and 
credit institutions coincidently, where provisions are made for plow- 
ing back earnings into their business institution. During the same 
yeriod, farmers’ investments in their cooperative business grew from 

800 million to $2.9 billion. That was made out, I might add, of 
the total farm operating income of $181 billion, and the investment 
in the cooperatives was less than 1.2 percent of that total income in 
that period. The point is that on embarking on every major enter- 
prise on the farm today the availability of cash and credit is a prime 
consideration. And in every step of the distribution process, whether 
of farm production supplies or of the farm commodities produced, 
the turnover of cash and credit to keep the goods in storage, or process, 
transit, or inventory, has become a major function of the business. 
Credit sparks the production operation from the buying of supplies 
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and equipment, through the processing and distribution to the con- 
sumer, and the reverse flow of buyers’ cash liquidates the credit ste 
by step through distribution channels back to the producer and his 
eaPOPet, providing the buyers’ price will encompass all the increased 
labor and other charges in the process which have been expanding at 
the expense of the farmers’ net income in the last 7 years. 

In good times, credit is available to farmers from mortgage lenders, 
insurance companies, commercial banks, and suppliers and marketing 
agencies. When collections get tougher, however, the Farm Credit 
Administration agencies refinancing grows collaterally with the re- 
strictions on other sources of credit. So marked is this that indeed 
there seems to be in some quarters the core of an idea that the Farm 
Credit Administration agencies should be maintained as straight 
Government lending agencies in a standby position, so that farmers 
sham institutions would not be in competition with other private 
enders when loans are profitable prime risks and collections are good. 

Many commercial lending institutions are in the position or agents 
or trustees of patrons and customers’ deposits and other funds, and 
when the availability of their funds is tied to the ups and downs of the 
business cycle they very properly have to adjust their lending policies 
to the realities of their position or jeopardize their own financial 
stability. 

There is, therefore, need for well financed and active farmer cap- 
italized and operated cooperative credit institutions, with farm know- 
how and understanding to ride through the troughs of depression 
and the waves of inflation without excesses of either foreclosures on 
the one hand or unsound credit inflation on the other. 

Experience shows that where farmers are both lenders and bor- 
rowers in an institution largely financed by their own funds, they 
throw the weight of their activities against the adverse effects of the 
economic ups and downs which other institutions seem to feed. 

There is also the need for active farmer financed and operated 
institutions active in the field of farm credit to keep the terms and 
conditions of credit favorable to agriculture. The interest rates, 
loan periods, uses of borrowed funds and handling of repayments and 
delinquencies all are matters which require an understanding of the 
ups and downs of not only the general farm cycles but also for each 
commodity, both from the production and marketing viewpoint. 

Since World War II, we have been participating in the conferences 
and studies which have culminated in the Farm Credit Act of 1953, 
and the consolidated debentures legislation of 1954. 

The 1953 act provided the overall framework of a Farm Credit 
Administration in which representatives of farmers and farmer- 
business institution borrowers sit as a policy board to guide the admin- 
istration of the lending agencies. e members of the board are 
experienced in the grass roots operation of farm loans, production 
credit, and loans to farmer cooperatives and reflect in their delibera- 
tions and their relations with the general economic system practical 
realism as well as concern for the soundness of the farm credit 
institutions. 

As long as the appointments to the Federal Farm Credit Board are 
made from nominations flowing from the membership of the super- 
vised institutions, the Board will be close to the farm credit problem. 
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The 1954 Debentures Act has paved the way for further advances 
in the orderly retirement of Government capital in the banks for 
cooperatives, and ultimate capitalization by the borrowers. It has 
enabled the banks to enter directly into the money markets to secure 
loan funds at the going rate of interest. The banks still borrow short- 
term funds from commercial banks and can rediscount with the inter- 
mediate credit banks to provide funds rapidly at the peak of plant- 
ing and harvesting seasons, when farmer supply and marketing co- 
operatives need funds temporarily, but kis. 

In addition, many of the regional farmer cooperatives with estab- 
lished financial structures have lines of credit with larger commer- 
cial banking institutions, insurance companies, and other investment 
houses. 

This 1954 act completed needed flexibility in the credit facilities of 
the farm credit system. It now enables farmers and farmer busi- 
ness institutions to enter the important markets for money on a com- 
petitive basis with other business. This was a fundamental objective 
of the original Farm Loan Act and subsequent legislation creating 
farm credit agencies. 

The Debentures Act was an important step in making possible the 
economic use of capital in the banks for cooperatives, and thus a 
fundamental step in the orderly retirement of Government capital. 
‘The proposed Farm Credit Act of 1955 authorizes further steps to- 
ward that objective for the banks for cooperatives and production 
credit corporations, as well as other adjustments which will con- 
tribute to the services rendered farmer borrowers in the land-bank 
apriene Further steps toward the overall objective of establishing 
the farm credit agencies on a sound financial structure, to retire the 
Government capital, and increase participation of the farmer mem- 
bers in the operation will necessarily follow from time to time. 

In other words, this is not the last farm credit bill that will be 
maenennny in order to accomplish the objectives of the system as a 
whole. 

In general, the national council favors the purposes and proce- 
dures authorized in H. R. 5168. Title II provides one method of 
retiring the Government capital in the production credit system. 
It is a step by step orderly procedure which makes due allowances 
for contingencies in the economic cycle. Strongly established pro- 
duction credit corporations will provide a pool of capital which can 
quickly be shifted to back up the capital of an association where the 
assets are depleted by disaster or reverses, and the coordination re- 
quired to maintain sound operations. 

The disposal of the intermediate credit banks, while closely related 
to short-term credit, presents a number of problems, the answers 
to which have not yet crystalized in the minds of all the interested 
parties. There will of necessity be other Farm Credit Administra- 
tion bills to complete the program undertaken in the act of 1953, 
and full consideration and a maximum of agreement among the pa- 
trons and administrators of these agencies should precede any recom- 
mendation of the Board to the Congress. There are a number of 
key functions, of course, housed in the intermediate credit banks 
which have to be carefully preserved from the standpoint of both 
the soundness of the whole system and the public, which have to be 
carefully analyzed. 
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Title III provides for the adapting of land bank loan services to 
present-day conditions. Our observation is that this revision is timely 
if not somewhat delayed. The complexities in the provision of capital 
for farming under the rapidly developing modern technology warrants 
considerably more flexibility in the amount and purposes of farm 
loans for small farmers, for use of high-powered machinery, and for 
farm estate conservation purposes, This matter of keeping a farm in 
the family, with estate taxes and so forth, is a very serious problem 
in some of these areas where we have the larger developed farm enter- 
prises. 

This bill, I think, provides some of the answers to that problem. 

Likewise, title IV provides for changes in the election and appoint- 
ment of members of the Farm Credit Board which are born of experi- 
ence with the provisions of the present law. 

While the national council is interested in the various phases of 
the workable cooperative farm credit structure, we are particularly 
interested in title I of H. R. 5168 relating to a plan for the retirement 
of Government capital from the banks for cooperatives. 

Since the beginning of operations in 1933, the gross earnings of 
the banks for cooperatives from interest paid by borrowers, with 
adjustment for losses, has been $87.5 million. 

The gross income from investments, representing largely returns 
on investments for Government capital, adjusted for profits on sale 
of securities, has been $32.1 million. 

The reserves and surplus of the banks for cooperatives thus had as 
their original source approximately 73 percent in interest paid by 
borrowers. During the period from 1933 to 1954, $6.5 billion was 
loaned to farmer cooperatives by the banks. The surplus and reserves 
remaining after pro rata allocation of the operating expense, having 
origin in interest payments by borrowers, would amount to 0.9 of 1 
percent interest on the total loans on an annual basis. 

If farmer cooperatives all these years had any thought that the 
banks for cooperatives had been established with the idea of building 
reserves to revert to the Government as a profit on dissolution, this 
0.9 of 1 percent excess interest would not have been paid by borrowers 
who could get loans at lower rates for money from other institutions, 
and during a large part of this period that was possible; but who in 
fact did patronize and continue to patronize the banks for cooperatives 
in order to keep alive the idea of a mutual credit agency; and with 
the confidence that the surplus and reserve was permanent ownership 
‘apital created out of earnings. As a matter of fact, most of the 
Government capital was salvaged from the commodity assets of the 
Farm Board. 

It is an established financial principle of American farmer coopera- 
tives, to finance the capital substantially out of a plow-back of earn- 
ings. In fact, it is good American principle followed by corporate 
cooperative partnership or individual proprietor business. There have 
been periods when new outside capital was scarce for any business, 
when most of the expansion of American plants and industries has 
been built on the plow-back. That is the principle on which the 
national farm loan associations retired their Gi\cibatinnt capital and 


likewise the production credit members retired most of the Govern- 
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ment capital in the associations and will continue to retire the capital 
in the corporations. In recent years, the issue of direct investment 
stock to borrowers has hastened the process. 

If the banks for cooperatives legislation back there in 1933 had 
provided for the allocation and capitalization of earnings, along with 
making investment stock available according to farmer cooperative 
financing principles, with the debenture principle of 1954 tied in, a 
conservative estimate is that by this time the capital which is necessary 
to operate the banks would have been no less than two-thirds provided 
by the cooperatives of the country. Since farmers have invested 
approximately $2 billion capital in their marketing, purchasing and 
service cooperatives since 1940, it is conceivable that under a bank 
structure operated with cooperative principles and incentives, they 
could have invested 5 percent more and wholly capitalized the banks 
for cooperatives given a favorable farm economy. 

It, therefore, appears to us that the Budget Bureau is getting more 
zealous in its attempts to balance the budget by appropriating to the 
Government a dominant interest in the earings of the banks for cooper- 
atives which are 73 percent derived from borrower interest payments; 
or in assuming to create incentives and deadlines for the retirement of 
Government capital, over and above the natural forces of farm eco- 
nomics, in the face of the record of farmers in creating the vast capital 
es for modern farming, for their farmer marketing, purchasing 
and service cooperatives, and for the land banks and production credit 
association up to this date. Coupled with this retained Government 
interest in the assets of the banks, even if the capital stock is retired 
is the continuing tripple management supervision by the General 
Accounting Office and Budget Bureau over the operation of the agency, 
in addition to the direct Government supervision by the Farm Credit 
Administration, which is proper and adequate. 

We, therefore, oppose the liquidation clause in H. R. 5168 section 
103 (c) and offer a substitute section and urge its adoption by the 
committee, as follows: This amendment is designed to restore the 
provisions of the bill to accord with the original report of the Farm 
Credit Board to this committee. 

The Crarmman. Is that amendment like the one proposed by Mr. 
Garstang? 

Mr. Rieexx. I think perhaps it is the same one. 

Section 103: 


(c) Application of assets on liquidation or dissolution. In the case of liqui- 
dation or dissolution of any bank for cooperatives, after the payment or retire- 
ment, as the case may be, first, of all liabilities ; second, of all capital stock issued 
before the effective date of the Banks for Farmers’ Cooperatives Act of 1955 
held by cooperative associations at par, all class A stock at par, and all class B 
stock at par; and third, of all class C stock at par; any surpluses and contingency 
reserves which were on hand as of the effective date of said act shall be paid 
to the holders of capital stock issued before the effective date of said act, class 
A stock and class © stock pro rata and any remaining surplus and contingency 
reserves shali be distributed to those entities to which they are allocated on 
the books of the bank. If necessary to use any surplus or contingency reserves 
to pay any liabilities or to retire any capital stock, allocated contingency reserves 
and surplus shall be exhausted first in accordance with rules prescribed by the 
Farm Credit Administration. 


63138—55——_14 
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This amendment is designed to restore the disposition of the surplus 
and reserves to conform to the report and recommendations of the 
Federal Farm Credit Board, referred to this committee on January 
6, 1955. 

We have also taken note of the recommendations of the Budget 
Bureau in their letter of May 10, reported in the Governor’s testimony 
of May 17, regarding the scheduling of 50 percent of payments in 
retirement of Government stock into the miscellaneous receipts of 
the Treasury. 

Again we emphasize that there can be no rigid formulas and dead- 
lines in the scheduling of earnings and capital formation in the age 
cultural economy, which at present carries practically the only elas- 
ticity in the whole rigid American economy. Just how rapidly the 
Government capital can be retired from the banks for cooperatives 
will amply be demonstrated over a period of time. 

In the meantime, the consolidated debentures which the banks for 
cooperatives had begun to issue must be seasoned in the market over 
the next few years and confidence in the ability of the program to 
capitalize the banks under a slump in the farm economy has to be 
demonstrated. 

Farm credit is a sensitive creature of faith and confidence on the 
part of investors, and on the part of the borrowers, in the stability of 
the lending organization finances and loan terms. Confidence in the 
program for the revolving fund will certainly be an incentive to the 
cooperatives to invest in the stock of the bank. 

There is provided in this bill, of course, for direct investment in 
addition to the plow-back of earnings. 

The experience in the farm credit agencies is that as soon as the 
situation permits, the Government capital is retired by the revolving 
fund, and when the required recapitalization from farmer sources is 
complete, the revolving fund has been returned to the Treasury with- 
out objection. 

Decision as to the timeliness of the retirement of a needed capital 
is a management function, performed on the recommendation of the 
farm credit board, and repayment from the revolving fund to the 
Treasury also should be subject to policy decision by the Board with 
review from time to time by Congress which created the Board and 
the banks. 

We urge, therefore, that if the Congress wants to review the progress 
of repayment of Government capital to the revolving fund, and the 
scheduling of revolving funds into the Treasury, that it provide for a 
report by the Board to the Congress at 4- or 5-year intervals, rather 
than set up a rigid formula which may run afoul of the farmers’ 
economic eycle. 

With these suggested changes, we recommend a favorable report on 
H. R. 5168. If the present provision for disposal of surplus and 
reserves remains unchanged, we reserve the right to oppose the enact- 
ment of title I at this time. 

The Cuarrman. Thank you very much, sir. 

If there are no questions, we will have Mr. Woolley. 
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STATEMENT OF FRANK K. WOOLLEY, LEGISLATIVE COUNSEL, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Woottrey. This statement is being made this morning on be- 
half of the American Farm Bureau Federation in connection with 
H. R. 5168. I am Frank K. Woolley, legislative counsel for the 
federation. 

The American Farm Bureau Federation appreciates the oppor- 
tunity to Fee before this committee and present its views with 
respect to the bill now under consideration. As most of you know, 
the American Farm Bureau Federation is a voluntary, non-govern- 
mental farm organization of farmers, by farmers, and for farmers, 
with a membership of 1,609,461 farm families throughout the 48 
States and Puerto Rico. 

The American Farm Bureau Federation generally favors the pro- 
visions of H. R. 5168 which provides for the retirement of govern- 
mental capital in certain institutions operating under the supervi- 
sion of the Farm Credit Administration, and also provides for in- 
creasing borrower participation in the management and control of 
the Federal farm credit system and for other related purposes. 

The American Farm Bureau Federation for years actively sup- 
peer and worked along with others for the decentralization of the 
arm credit system which finally resulted in the enactment of the 
Farm Credit Act of 1953. The passage of that act was a milestone 
in the efforts of the farm bureau to decentralize control of govern- 
mental functions. 

H. R. 5168 is a further step in the direction of encouraging in- 
creased borrower participation in the management and control and 
ultimate ownership of the permanent system of agricultural credit 
through farm credit institutions. Section 2 of the Farm Credit Act 
of 1953 directed that the Federal Farm Credit Board within 1 year 
make recommendations for supplementing the Act of 1953 to provide 
further means for increasing borrower participation in ownership 
of the system in order to retire the investment of the United States. 

For the record, I would like to have appear at this time section 2 
of the Farm Credit Act of 1953, which. I will be glad to give to the 
reporter. 

he CHamman. Without objection, you may insert it in the record. 

(The data referred to are as follows :) 

Section 2 of the Farm Credit Act of 1953 provides as follows: 

“It is declared to be the policy of the Congress to encourage and facilitate 
increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available 
through institutions operating under the supervision of the Farm Credit Ad- 
ministration, and the provisions of this act shall be construed in keeping with 
this policy. The Federal Farm Credit Board hereinafter provided for shall 
within 1 year after appointment make recommendations to the Congress of 
means, supplemental to those provided by this act, of carrying into effect such 
declared policy, including, but not limited to, means of increasing borrower 
participation in ownership of the Federal farm credit system to the end that 
the investment of the United States in the Federal intermediate credit banks, 


production credit corporations, Central Bank for Cooperatives, and regional 
banks for cooperatives may be retired.” 


Mr. Woouttzy. The Federal Farm Credit Board submitted a re- 
port to the Congress which has been printed up as Senate Document 7, 
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dated January 6, 1955, and in that document the Federal Farm 
Credit Board, on page 9, made a recommendation with respect to the 
liquidation of the bank for cooperatives in the following language: 

In the case of liquidation or dissolution of any bank after the payment, first, of 
all liabilities, second, of class A, class B, and presently existing stock held by as- 
sociations at par, and third, of class C stock at par, any surpluses or reserves 
which were on hand as of the effective date of the act would be paid pro rata to 
the holders of class A, class C, and presently existing stock. Any other re- 
maining surpluses and reserves would be distributed on an equitable basis to 
those entities to which they were allocated on a patronage basis. 

That recommendation of the Federal Farm Credit Board does not 
appear in H. R. 5168 as it was introduced on March 23, 1955. As a 
matter of fact, my understanding is that the language that appears in 
H. R. 5168 is language that was insisted upon by the Bureau of the 
Budget, and it does not represent the ideas of the Federal Farm 
Credit Board, as such. 

The American Farm Bureau Federation thinks that the original 
recommendations of the Farm Credit Board are proper, and that 
H. R. 5168 should be amended to reinstate language that will bring 
about the recommendation appearing on page 9 of the report that I just 
read. That language is, incidently, the same language that has been 
»resented to the committee by Mr. Riggle of the National Council of 
Pasnier Cooperatives. 

The resolutions of the American Farm Bureau Federation have 
consistently spoken out on the subject of farm credit. With the con- 
vent of the chairman, I would like to have put into the record what 
appeared in our resolutions in 1952, our policies for 1953, and also our 
policies for 1954, rather than burdening the committee with reading 


them. I will just turn those over to the reporter, if it is all right with 
you. These have to do with the question of farm credit. 

The CuatrmMan. Without objection, it is so ordered. 

(The data referred to above is as follows :) 


FARM CREDIT 


We have always supported a cooperative farm credit system and urged that 
effective steps be taken whereby such a system may eventually become com- 
pletely farmer-owned and farmer-controlled. Legislation which would help 
to bring about these aims was introduced in the 82d Congress upon recommenda- 
tion of the Farm Bureau and other groups. It would help to hasten the acquisi- 
tion of farmer ownership of the system and promote and extend the control of 
the system by farmers, who have such a big stake in its ownership and success. 

It provides for payment for the use of Government capital which we believe 
is sound. 

It would help to keep the system out of politics by making it an independent 
agency, with authority to report directly to Congress. 

We recommend that the proposed legislation permit district boards to nomi- 
nate no more than one of their directors, who in every instance shall be an 
elected director, for membership on the national board. If appointed, such a 
director should be required to resign from the district board. We also recom- 
inend that the production credit corporations and the intermediate credit banks 
be exempt from the Government Corporation Control Act in order to give farm 
credit boards authority with respect to employing and paying officers and 
employees. 

We believe, that with these proposed changes, this legislation would do much 
toward accomplishing the objectives that were intended when Congress set up 
the Farm Credit Administration. 
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FARM CREDIT 


The Farm Credit Act of 1953 is a long step toward a fully farmer owned and 
controlled farm credit system. Much remains to be done in authorizing sound 
provisions for the retirement of Government capital, in authorizing sound and 
pusinesslike procedures and in policymaking by the Federal Farm Credit Board. 

We insist that appointments to the Farm Credit Board be made on a bipartisan 
basis as we have recommended over the years. We shall oppose all efforts to 
politically influence decisions of this Board. 

The Farm Credit Act of 1953 directs the Farm Credit Board to propose legis- 
lation designed to hasten the retirement of Government capital in the farm 
credit system on a sound basis and to improve the operation and service of the 
system. The Farm Credit Board should give consideration to the following in 
its recommendations : 

(1) Authority should be provided for the Federal land bank to purchase the 
remaining assets of the Federal Farm Mortgage Corporation. The Farm Credit 
Board should study the possibility of using this Corporation, if acquired, to 
either insure or to make loans at appropriate interests rates to supplement those 
now made by Federal land banks based upon appraised normal agricultural 
value. There is real need for more adequate loans, and this may be the best 
way to provide them without jeopardizing the financial condition of the land 
banks. 

(2) There should be authority for the production credit associations to pay 
a preferential dividend on class A nonvoting stock to encourage farmer invest- 
ment and thereby provide more capital for the retirement of Government invest- 
ments in the production credit associations. 

(3) Provisions should be enacted to encourage cooperatives borrowing from 
the banks for cooperatives to purchase stock in the banks on a sound basis that 
would speed the retirement of Government capital in such banks. 

(4) Government capital remaining in the farm credit system should be retired 
in a manner and at a rate that will maintain the financial strength of each unit. 
All the retired Government capital should be placed in a permanent revolving 
fund subject to being called back into the system by the Farm Credit Board 
with the approvai of the Secretary of the Treasury. When such capital is re- 
called the farm credit system should pay a rate of interest on the amounts 
recalled that would equal the average rate paid by the Government in that year 
on funds it borrows. 

(5) The maximum loan limit of the land banks should be raised to a more 
realistic level. 

(6) The banks for cooperatives should be authorized to issue consolidated 
debentures. 

(7) The farm credit system should be removed from the provisions of the 
Government Corporation Control Act. 

We recommend that district board election procedures be studied with a view 
to developing improvements. 

The farm credit system has the purpose of providing sound and adequate credit 
facilities for farmers and farmer cooperatives at the lowest possible cost. We 
urge the adoption of measures and procedures including such consolidation and 
unification or coordination as will best serve the needs of farmers and farmer 
co-ops. 

_ Mr. Woonuey. There is one other point I would like to make, Mr. 
Chairman, and that is this: 

The farm credit system, in our judgment, gains strength from all 
of its component parts. It cannot move, in our judgment, successfully 
as individual units. 

The confidence of the investing public depends upon the interrela- 
tionships of the whole system. We would like to see the system go 
ahead. We think that H. R. 5168, as I have suggested it be amended, 
does just that. 

There has been some comment to the effect that the recommenda- 
tions of the Farm Credit Board, which were embodied in this legis- 
lation, does not properly deal with the question of the Intermediate 
Credit Bank, and with respect to the supervision of the PCA’s 
by the production credit corporations. 
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We think that this subject was submitted throughout the country, 
that people did have an opportunity to discuss it. We know there is 
some difference of opinion with respect to it. However, we do not 
believe it is possible to ever get unanimous agreement with respect 
to any subject such as this. We would recommend that the committee 
go ahead with H. R. 5168 as it is now drafted. 

The Cuarrman. Mr. Woolley, you heard some of this testimony. 
You know that section 201 is highly controversial, and perhaps a fourth 
of the PCA’s at the moment, or certainly a substantial number of 
PCA’s throughout the country, are rather bitter and vociferous in 
their opposition to 201. You heard testimony here this morning that 
indicated that 201 came somewhat as a surprise to the PCA’s. Ap- 
parently there is no real objection to other sections of this bill. They 
seem to be pretty well thought out and generally supported. 

I would just like to call your attention to one other thing. The evi- 
dence so far has indicated that the cost of supervision would be very 
burdensome. Since we started these hearings, I have received a letter 
from the Comptroller General of the United States which is in op- 
position to what is proposed in this bill. You know, as a practical 
man, having been around Washington as long as you have, that if we 
are going to have any legislation, it would be well for us to consider 
the advisability of delaying action on section 201 and going ahead 
with the other provisions of the bill. What do you think about that, 
after realizing that the Comptroller General is in open opposition to it ¢ 

Mr. Woottey. Well, I have not seen the Comptroller General’s letter 
and therefore cannot comment. However, the fact that he is in oppo- 
sition of itself would not be conclusive to me. 


The Cuatrman. I understand that, but this is rather unusual. It 
was not an ordinary communication, it was a communication addressed 
to the chairman of the committee. 

Mr. Wootitey. When was that received ? 

The Carman. It came yesterday. I am sure Governor Tootell 
has not had an opportunity to read it. Iam sure he did not because 
I received it rene We can give you a copy of this letter from 


the Comptroller General. 

Mr. Woottey. I would appreciate having a copy of it. 

The Cuamman. The Comptroller General supports his opposition 
with some logic and reason. What disturbs me most about the 
proposal 201 is the opposition that has appeared here from what 
appears to be the grassroots. 

Mr. Woottey. We have received copies of the communications that 
have come in with respect to the opposition to the part dealing with 
the production credit corporations and the PCA’s. There is a strik- 
ing similarity in all of the correspondence that we have received on 
the subject, indicating that a few people have circulated their ideas 
to other people, and that those ideas have been adopted. Whether or 
not the extent of the disagreement is as widespread as is indicated by 
the volume of correspondence, I would not know for sure. But just 
on the basis of what I have seen, it seems to me as though it comes 
from a single source. 

Mr. Marrnews. Would the chairman yield? 

The Crarrman. In just a moment. The same thing may be said 
about the communications which we have received in support of the 
bill. There is a similarity there. The experience of Mecbers of Con- 
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gress is that they are able to determine whether the communications 
are inspired or whether they come directly from the individual who 
writes them. I have had more than 200 communications about this 
bill. I am not going to burden the record with them. I know 
enough about it to know that there is some real opposition. 

There is no similarity in the testimony. You can read the prepared 
statements, and each man has brought up some new argument in op- 
position to this section. 

Mr. Wootry. I do not doubt their sincerity one bit. I hope I did 
not leave that impression with you. My only point is that it seems 
to me as though there is a particular group which has raised some 
objections to it. I think you will always have objections with respect 
to it. 

The CuarrMan. I am sure you will. 

Mr. Woottry. Some people have the idea that you can put the 
roduction credit corporation and the farm credit intermediate credit 
ank together. I think the opposition you would get from that sort 

of thing would make the opposition that you are getting now look 
very small, because there is a jot of argument in connection with that. 
I do not think you will ever get unanimous agreement on how you 
move ahead. That is the real point that I wanted to make. I think 
there is sufficient unanimity of opinion that it would be advisable for 
the committee to go ahead. If some of these fears that have been 
expressed materialize along the lines that have been indicated, I think 
that then would be time enough to straighten the situation out. 

The Cuamman. It would be too late. If we enacted this bill, it 
would be too late if we find that the witnesses appearing in opposition 
have presented accurate information regarding the financial burden. 
I had a letter received this morning from a PCA in my district, 
in support of this bill. It is a blank endorsement of it. I dare say 
that they do not understand the provisions of the bill. Frankly, I 
do not think the members of the committee, and certainly I did not, 
appreciate the full implications of these provisions which have now 
become controversial. 

Mr. Woottey. My only point is that I think there has been wide- 
spread discussion of this. I think there is a great deal of opinion 
behind it that supports it. Personally, I do not believe, on the basis 
of my study of it, that the fears will materialize. I think that they 
are also laboring under some misapprehension, as to the benefits that 
will be derived from the farm credit intermediate credit bank. 

The Cuatrman. It may well be that the people who communicated 
from my own district are better advised than these other people. I 
am not saying who has the accurate idea. It seems to me that the bill 
is too controversial for us to take hasty action on section 201. 

Mr. Woottey. Well, I am just merely giving you the benefit of our 
judgment. We think it has been well dincaeeed. We think the Farm 
Credit Board is well versed in these matters. We think that they 
come from the system itself, they come from the grassroots. They did 
inquire of other people. They have tried to reconcile conflicting opin- 
ions. They have held back with respect to the Farm credit inter- 
mediate credit banks because they could not reconcile themselves to 
things that were involved in that particular issue. I think they have 
made a very fine recommendation to the committee, and -we endorse 
it except for the comment that I made. 
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There is one other thing that I would like to mention for the benefit 
of the committee, and that is that there has been some discussion about 
the fact that it would be unfair to take all of the assets of the Bank 
for Cooperatives and merely just retire the United States Govern- 
ment’s capital. The American Farm Bureau Federation believes that 
it would be fair to merely retire the Government capital. There is a 
precedent for it in the case of the NFLA’s. However, the Congress, 
when it passed the Farm Credit Act of 1953, provided for the pay- 
ment of a substitute for interest costs in the form of a franchise tax. 
The members of the Farm Credit Administration have figured out 
what the franchise tax would have been if it had been in effect ever 
since the Farm credit system was set up in 1933. 

Calculating that from 1933 down to the time of the passage of the 
Farm Credit Act of 1953, it amounts to about $14 million. The execu- 
tive committee of the board of directors of the American Farm Bureau 
Federation believes that it would be acceptable to make provision for 
the payment of that franchise tax retroactive to the inception of the 
Farm Credit Board, which would amount to $14 million. 

However, we do not think that the statement that it is unfair to 
merely retire the Federal capital is a proper objection to the bill, as 
We see it. 

The Carman. Thank you very much, Mr. Woolley. 

Mr. Marruews. Mr. Chairman, I am somewhat concerned with the 
thorough acceptance by the Farm Bureau of this title IL of the bill. 
Awhile ago I wanted to make this observation when the chairman was 
pointing out the amount of opposition to title II. My experience with 
the farmers in my district has been that it has been a pretty earnest 
studied type of opposition. It dates back over a year ago. 

Over a year ago, one of the managers of one of the production credit 
associations in my district wanted to talk with me about this proposed 
legislation. I will admit that here during the last month or two, 
since information has been given to. them, they have expressed more 
and more concern. I really believe if you could take it to a vote on the 
basis of the testimony that I have heard here the last few days, you 
now might have almost half of our production credit associations that 
would be opposed to this, if they could sit here and listen to this testi- 
mony that we have listened to. That is just an estimate. 

Mr. Woolley, this is my question, and I do not mean it in a wrong 
spirit, how did the Farm Bureau come to its own determination on 
this particular title II? Was it on the basis of a lot of sroots 
discussion, or was it sort of a general acceptance of the whole idea ? 

Mr. Wootzey. Well, the fundamental ie been discussed quite thor- 
oughly throughout the country. It has been the subject of discussion 
in what we call policy development meetings throughout the country. 
It has been the subject of discussion in our resolutions committees. 
Then we discussed it at the board, and then the executive committee 
discussed it. 

Mr. Marruews. Excuse me for interrupting. When I first read this, 
it seemed like the farmers were going to ave more of an opportunity. 
It sounded good. I thought our farmers were going to own more of 
their own businesses, and it was going to give them greater oppor- 
tunities. But as I begin to study it, it looks to me like the production 
credit corporation is taking over the production credit associations. 
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It looks like the opportunity is frankly not what I thought it to be 
when I first read it on sort of a generalized basis. I have a great deal 
of respect, of course, for the Florida Farm Bureau. You have been 
in our State, and we have had differences of opinion, sometimes. I am 
frankly concerned about the unanimity of opinion. I know the 
farmers of my district in the production credit associations are not 
for this section. They belong to the Farm Bureau, too, as you know, 
and are very active members of it. 

Mr. Woottxy. It could well be that what has occurred is that these 
objections have been raised and they have not had an opportunity to 
percolate through our organization. With an organization of over 
a million and a half farm families, you can understand how there 
would be a lot of differences of opinion. In fact, we seldom do any- 
thing in the Farm Bureau where we have complete unanimity of 
opinion, 

Mr. Marruews. Would you not feel that it would be logical for 
the Farm Bureau to do what the chairman has inferred, maybe not 
take such a definite stand on title 2, but wait and see if maybe these 
ideas cannot percolate up from the grassroots before we take action 
on it? 

Mr. Wootiey. We think this is a step in decentralization. We are 
convinced that any plan that is proposed will find objection. We 
think if you move ahead with parts of this bill without going as far 
as you can at this time to the extent that there has been some recon- 
ciliation on the subject, that you may get it bogged down in more 
arguments, and that we will find, as time goes on, there will be more 
and more objections raised to decentralization. 


We are committed to the fundamental poe of decentraliza- 


tion. If it does not go as far as we would like to go on the first step, 
we will take a half loaf rather than taking a whole loaf. That is our 
decision. That is really the basis for the recommendation to you to go 
ahead. We think it is in the interest of decentralization to get along 
with it. We think within a year’s time we will know more about it 
and we will probably want to recommend some further changes then. 
But we still will be going in the right direction of having the bor- 
rowers and participants in the system being the people who are really 
making the decisions. There is a great deal of benefit in having the 
production credit corporation, at this particular time, continue as 
much participation in the affairs of the production credit associations 
as is envisioned. 

There are two sides to that. A lot of people have complained 
that the decentralization of the farm credit system to the borrowers 
is going to freeze out people who are not currently borrowers. That 
is one side of the picture. , 

Then there is the other extreme. I think the production credit 
corporation participation in this, and their lending strength to the 
small organizations that do not have the capacity, from a stand- 
»0int of the number of borrowers and whatnot, to employ the cali- 

r of men to do the job on an individual PCA basis, that they have 
collectively, through the production credit corporations acquired 
that kind of managerial help and that kind of a balance which, in 
these particular days will be for the benefit of the PCA’s and the 
whole system. 
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Mr. Matruews. I know it is an honest difference of opinion, but 
I am just fearful that it is going to raise the interest rates to our 
farmers. I personaly feel right now we ought to delay considera- 
tion on title $: It is a difference of opinion. 

That is all, Mr. Chairman. 

Thank you very much, 

The Cuarrman. Thank you, Mry Woolley. 

Mr. Halvorson? Time is running out, but I hope the committee will 
hear you. 

Before Mr. Halvorson begins his testimony I should like to call Mr. 
Woolley’s attention to one thing. 

My attention has been called to a telegram that I received which 
says the States of Montana, Washington, Idaho, and Oregon have 
joined with Texas in opposing the section. Part of Florida is added 
to that list. Then we bad testimony from Nevada, Utah, California, 
and Arizona. The Senator from Nevada was here this morning. 
I would like to say again I think it would be well for all of us to 
take this kind of opposition into consideration as being formidable 
rather than spotty. 


STATEMENT OF LLOYD C. HALVORSON, APPEARING IN BEHALF 
OF THE NATIONAL GRANGE 


Mr. Hatvorson. I will file my statement, Mr, Chairman, and make 
some oral statements. 

The Grange supports H. R. 5168 with the exception of the provision 
wherein the Government claims an interest in the surplus of the banks 


for cooperatives. The Grange supported the Farm Credit Act of 
1953 and we had much to do with the enactment or the support of that 
bill. We feel that this legislation is a fulfillment of the main ob- 
jective and purpose of that bill; namely, to create more farmer owner- 
ship and control. 

We feel that if we go along with the present system of farm credit 
that the Government will exert much control over the system. We 
think it is very laudable and very desirable that the farmers of the 
country are wanting to get away from the Government capital in the 
system and Government control of it, and have a system of their own 
as much as possible. 

We have supported section 201. There is some opposition, but defi- 
nitely, the majority of the PCA’s are for it. The Grange people have 
considered it and they are for it. We feel that we should consider 
section 201 on the basis of its merits. We feel that it is desirable to 
try to retire the Government capital in the PCC’s, and to replace it 
with a eertain amount of PCA provided capital for the revolving 
fund to capitalize the PCA’s that run short of capital. 

We think it is desirable that the PCA’s pay their own cost of 
supervision. It probably ishighnow. We feel that if it is high, there 
is a remedy for it, namely action by the district boards. 

We support the provision in the Federal land bank section, includ- 
ing the raising of the Jimit to $200,000. We believe in extension of the 
loans to part-time farmers. 

In general, I want to say that we feel that this bill, even though it 
does have some opposition, that the way this bill was drafted, the 
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rocess it went through, indicates that it has very wide support, and 
indicates that arobabty some of the best informed people on farm 
credit are in support of this bill. 

I know that the Federal Farm Credit Board, in drafting this bill, 
has cooperated closely with the farm organization, with the NFLA 
national advisory committee, and with the PCA national advisory 
committee. 

Mr. Chairman, that is all I have to say on this. 

The CHarmman. We thank you very much for your statement. 
You may file your complete statement for the record. 

(The material referred to is as follows :) 


STATEMENT By LLOYD C. HALVORSON OF THE NATIONAL GRANGE IN SUPPORT OF 
H. R. 5168 


The objective of the National Grange, going back at least to the Federal Loan 
Act of 1916, has been to bring about a cooperative, farmer-owned, and farmer- 
controlled agricultural credit system. We believe that H. R. 5168 is a step 
in that direction, so we endorse it and urge that it be passed. 

We recognize that the Government has played a very important role in estab- 
lishing the credit agencies of the Farm Credit Administration. We especially 
take our hats off to this committee for all the leadership it has displayed over the 
years in developing the present farm credit system. We definitely believe that 
there is nothing that has helped the American agriculture so much for so little 
as the Farm Credit Administration agencies. Some of our present substantial 
farm families would be poor and landless today, had it not been for the operation 
of the Federal land banks and the Federal Farm Mortgage Corporation, especially 
during the 1930's. 

Most of the farm credit legislation setting up permanent agricultural credit 
agencies, made some provision for farmer ownership and control, but in some 
cases these provisions proved inadequate. The bill before us, H. R. 5168, is to 
remedy some of the provisions that have proved inadequate and to further adjust 
our agricultural credit agencies to the progress or changes that have occurred 
in the past 22 years. 

At times is seems that it would be easier to rely more and more on Government 
credit, instead of less and less. At times strong forces have been at work in 
that direction and only by the heroic efforts of farm leaders with the help of 
this committee have the cooperative features been preserved. 

One of the reasons for H. R. 5168 is a feeling that farmers should assume the 
responsibility for a self-sustaining agricultural credit system with as little re- 
liance on Government as possible. This attitude augers well for our free enter- 
prise system. 

Another reason for H. R. 5168 is that in the long run we believe we shall have 
more rependable credit, better tailored to the needs of agriculture, if the system 
is farmer owned and farmer controlled. We have already seen what might hap- 
pen to the lending authority of Farm Credit agencies in certain appropriation 
bills. In general, the cost of operating the Farm Credit agencies will be less, we 
believe, under a farmer owned and controlled setup than under a Government- 
controlled one. 

The farm population is now only 13.5 percent of the Nation’s population, and is 
declining rapidly right along. We think this is late enough to begin the changes 
which will eventually bring about a farmer owned and controlled system. We 
need to proceed slowly and cautiously, and with sympathetic understanding of 
the capital difficulties of agriculture in shifting to farmer ownership of the sys- 
tem. If Government support is withdrawn rapidly, as is sometimes recommended, 
or if the system is dealt with severely in regard to the surplus, the Farm Credit 
agencies will likely be unable to meet the credit needs of agriculture in periods 
of economic recession. Probably no industry goes through such severe recessions 
as agriculture. 

The National Grange has not had as much to do with the drafting of H. R. 
5168 as we had with the Farm Credit Act of 1953. It was our thinking, however, 
that most of the steps involved in achieving the objectives of the Farm Credit 
Act of 1953 could best be worked out by the Federal Farm Credit Board. The 
Board is composed of men with considerable experience in all aspects of farm 
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credit and they are in such close contact with the borrowers and employees of the 
system they can reflect the best thinking on the subject in the country. We of 
the National Grange have, however, been in close contact with the Federal Farm 
Sredit Board in the development of the provisions that are now in H. R. 5168. 
We » rapier support the recommendations of the Federal Farm Credit 
Board. 

The provisions of H. R. 5168 have been so fully discussed by Governor Tootell 
that there is no need for me to explain or defend each one of them. Many of the 
provisions have practically unanimous support. It will only be necessary for me 
to mention the sections which are not entirely satisfactory to us or are being 
challenged. 

We are opposed to paragraph (c) of section 35 of title I as now written. It 
is true that this section permits the banks for cooperatives to retain the surplus, 
but the very fact that the Government claims an interest in the surplus in event 
of liquidation would mean that the farmer cooperative stockholders would not 
have full ownership of the system and this continuing Government claim on the 
capital of the banks for cooperatives would become an entering wedge for all 
sorts of Government controls. This would defeat one of the main purposes of 
H. R. 5168. 

We hope this committee will strike paragraph C of section 36 and accept the 
original recommendation of the Federal Farm Credit Board, as found in Senate 
Document No. 7, 84th Congress. We know of no reason to believe that the Con- 
gress, in enacting the Farm Credit Act of 1953, ever intended to get back more 
than the capital it put into the system. Maybe some did not expect to even cet 
back the Government capital. If the provisions in the Farm Credit Act of 1953 
for farmer cooperative capitalization of the banks for cooperatives had worked as 
well as planned, there probably would have been no questions asked about the 
surplus, had it been possible to return all the Government capital under that 
law. 

In any case, it is significant that the Bureau of the Budget did not ask for 
the return of 88 percent of the present surplus, except in case of liquidation. We 
believe that the Bureau of the Budget recognized the importance which the sur- 
plus in the banks for cooperatives has to their ability to survive and fully serve 
the needs of agriculture. This surplus, in other words, would continue to serve 
as an aid to agriculture, even under the Budget Bureau policy. 

We contend that there is no need to ever fear that the cooperative stock- 
holders of the bank for cooperatives will ever decide to look upon the system 
as a ripe melon to be exploited by liquidation for its accumulated surplus. 
Cooperatives have too much pride in the past and too much hope for the future 
to do that. We have no doubt but what the surplus of the system will continue 
to grow, and that the need for the banks for cooperatives will be ever present. 

Unless there is some real likelihood of liquidation of the banks for coopera- 
tives, then the Budget Bureau’s insistence on paragraph (c) of section 36 is 
rather academic. However, it is not at all academic that existence of this para- 
graph could be used as a basis at some time to exert detailed Government control 
over policies of the system. We would favor retroactive application of the 
present franchise tax in preference to maintaining a perpetual Government 
interest in the surplus of the banks for cooperatives. 

We are aware of the opposition that exists in a few areas to the provisions 
in title II, providing for the PCA purchase of the PCC’s. While we also favor 
eventual purchase of the FICB’s by the borrowers from the system, we agree 
with the Board that the most that the PCA’s should undertake at this time is 
to provide a small amount of capital for the PCC’s in order to permit the retire- 
ment of the Government capital in the PCC’s. 

The PCA’s should be expected to put enough capital in the PCC’s, so that 
they will be able to increase the capitalization of PCA’s that need outside capital 
because of adverse weather, or which are unable to withstand normal economic 
swings. In the event of general economic distress, we recognize that Govern- 
ment capital will need to be drawn from the revolving fund. 

We believe that one of the responsibilities which PCA borrowers should 
expect to assume as a normal accompaniment of ownership and control is the 
cost of supervising the system. Maybe the cost of supervision is too high now, 
but in a farmer owned and controlled credit system this can be and will be 
reduced to a minimum consistent with sound business. 

In conclusion we strongly endorse H. R. 5168, except as noted, and urge that 
it be passed. 
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The Cuatmman. I should like now to ask unanimous consent that 
Mr. John Baker of the National Farmers Union might have permis- 
— to file a statement. Without objection he will be given the right 
to do so. 

Also, Mr. L. D. Campbell of the Houston Agricultural Credit Cor- 
portion of Houston, Tex. I ask unanimous consent that he be per- 
mitted to file a statement. 

Also, for Mr. M. 8S. Sharp, of Sulphur Springs, Tex., I ask that he 
be permitted to file a statement, if he desires to do so. 

The Cnatrman. Mr. Briggs, we will hear your statement at this 
time. 


STATEMENT OF M. J. BRIGGS, REPRESENTING THE LOUISVILLE 
DISTRICT, FARM CREDIT ADMINISTRATION 


Mr. Brices. Chairman Cooley and members of the committee—— 

The Cuatrman. We can hear your statement, if it is brief. 

Mr. Brices. It will be very brief. 

My name is M. J. Briggs, from Indianapolis, Ind. I represent the 
Louisville District of the Farm Credit Administration, on the Federal 
Farm Credit Board, and am Vice Chairman of the Federal Credit 
Board. May I say in passing that I spent 18 years as a director of 
the Farm Credit Administration in Louisville, and if I may, in a 
brief time, I would like to make a brief statement for the Federal 
Farm Credit Board. 

Two members are here, Dave Anderson from the Baltimore district, 
and Sam Wilbur, from the Omaha district. 

Members of this Federal Board were nominated from the grass- 
roots, the farmers in PCA and NFLA, and the borrowers from the 
banks for cooperatives. Practically all the members of the Federal 
Farm Credit. Board were active and instrumental in ae passage of 
the act of 1953, which is only the first step toward farmer ownership 
and farmer control. Most of the members of the Federal Farm Credit 
Board are active farmers who have served on production credit boards, 
national farm loan association boards, and on the boards of farmer 
cooperatives. They understand agriculture. They know agricultural 
credit, and they are sympathetic to farmer ownership and farmer 
control. 

May I say for them that they know and they have felt keenly the 
mandate of this Congress, with two objectives; to, first, pay off the 
Government, and increase, simultaneously farmer ownership and 
farmer control of the Farm Credit Administration. We can com- 
plicate it considerably. But, after all, there were two objectives, and 
those are the two. On those two, we are all agreed. 

In compliance with the mandate and in line with the recommenda- 
tions of the Bureau of the Budget, because they agree on that part, 
the General Accounting Office agrees on that part, the American 
Bankers Association agrees on that part—so in compliance with 
that mandate to take the Government out of farm credit and 
increase farmer ownership and farmer control, this Board submitted 
this legislation as contained in Senate Document 7, and with the 
amendments that have been mentioned. 
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I have one other point, Mr. Chairman. This Federal Board began 
in 1953, in December, to study this legislation, because it was our first 
objective. We spent hours and days with our staff, men who are able 
and competent and trained in farm credit, in the study of these bills. 
I want you to know how widespread the circulation was, and how 
democratically it was handled. 

The district boards of the United States, 12 in number, discussed 
this legislation that was sent to them. The district advisory commit- 
tees of the production credit association of the national farm loan 
associations, and the borrowers of the banks for cooperatives, dis- 
cussed this legislation. Local production credit associations, national 
farm loan associations, and the borrowers of the banks for coopera- 
tives, received copies of the legislation and discussed it. State meet- 
ings of the PCA, NFLA, and borrowers of the banks for cooperatives 
discussed this legislation. It happens that in my district I attended 
a State meeting of each of these three types to discuss this legislation. 

District meetings of stockholders of PCA and NFLA discussed 
this legislation. 

Last fall at Louisville, all the directors of all the farm credit dis- 
tricts, the directors of the Federal Farm Credit Board, the Washing- 
ton staff of Farm Credit, the Directors of the Central Bank Board, 
met in Louisville, and we spent a week, and this legislation is the 
product of that effort, 

In my experience in cooperative work, I have not come across 
anything so democratically handled as this has been handled. It 
comes out of long experience. 

I am not going to recite any of the provisions of the legislation. 
That has been very ably done. But after all, it is simple. 

I just want to close by saying that this Board, the Federal Farm 
Credit Board, and this Washineton staff, are responsive to the bor- 
rowers. We understand farm credit. We have lived with it. We 
are sympath®tic with farmer ownership and farme: control. We 
have accepted the mandate and the challenge of this Congress to sub- 
mit legislation. 

We urge you, we beg you, to trust us and to support us, and we will 
take the Government out of farm credit and we will make farm credit. 
farmer owned and farmer controlled in the end. 

Thank you, Mr. Chairman. 

The Caamman. Thank you very much. 

The committee stands in recess until tomorrow morning at ten 
o'clock. 

(Whereupon, at 12:21 p. m., the committee recessed, to reconvene 
at 10 a. m., Tuesday, June 7, 1955.) 
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TUESDAY, JUNE 7, 1955 


House or RepresenrAatives, 
COMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 
1310, New House Office Building, Hon. W. R. Poage, vice chairman, 
presiding. 

Mr. Poace. The committee will please come to order. Chairman 
Cooley will be here in a few moments and asked that we proceed while 
he is getting in from the airport. 

We are here for further discussion of H. R. 5168, and we have Gov- 
ernor Tootell and members of his staff here. I understand that you 
have had some consultations with some of the association people since 
you last testified. Is there something further you would like to dis- 
cuss, Governor? We would be glad to hear from you. 


STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION 


Mr. Toorrtn. I don’t believe we would care to present any additional 
testimony. We prefer to make ourselves available for any 9 ye 
i 


that members of this committee might care to ask, and we will do our 
best to try to answer them. 

I would like to have Mr. Briggs, the Vice Chairman of the Federal 
Farm Credit Board, come up to the table with me. 

Mr. Poace: Very well. t think it would be interesting to the com- 
mittee if you would give us some of the background of your discussions 
with the associations. I think we can all agree that the point that 
is giving everybody the most trouble is that which relates to the PCA’s 
and what they can purchase and how fast they can purchase. I be- 
lieve we can all agree that the land bank provisions and the bank 
cooperative provisions can be worked out probably in a reasonably 
satisfactory manner. However, as I see it, the matter that still gives 
us a great deal of trouble is the relationship between the PCA’s and 
their governing and financing agencies. 

I believe you did have some discussions with some of the association 
representatives and felt that maybe you had been able to present them 
with a viewpoint that we didn’t have at the time of the hearings. 

Mr. Toorert. Mr. Chairman, I quite agree with you that the main 
points of misunderstanding, and perhaps we should say opposition 
to H. R. 5168, does rest in that section 201 of title II having to do 
with the purchase of the production credit corporations by the asso- 
ciations and the assumption of their own cost of supervision. 


219 
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You may remember that the hearings before this committee started 
on the 17th and were held on the 17th and 18th of May. 

Then, if I remember correctly, the 18th and 19th hearings were held 
in the Senate. Then the out-of-town folks had to stay over the week- 
end until the following Tuesday to give their testimony before the 
House committee. ‘Those were primarily the people who were opposed 
to the PCA legislation. 

At the conclusion of the hearings over in the Senate that previous 
Friday afternoon we invited these folks who might be called the 
worthy opposition to come over and meet with our staff on Monday, 
the day that they had to be here without any scheduled hearings. 
They seemed very happy to do that. There were, I suppose, 8 or 10 
of them. They spent most of the day with us. 

I think the best thing that was accomplished was the fact that we 
got acquainted. They discovered that we don’t wear horns and we 
discovered that they are pretty good fellows, and we discussed this 
legislation in general and quite a few specific things. 

One of the things we found out was that perhaps we had taken a 
little too much for granted about the interpretation of 1 or 2 aspects 
of section 201. 

For instance, it has been the intention of the Federal Board and of 
our staff that the capital structure of the production credit corpora- 
tion is under the system that we propose for the PCA’s purchasing 
the corporations. It would be rather nominal. It would be in the 
neighborhood of some $3.5 million. But the wording of the bill does 
uot place a definite limitation on the amount of capital which a dis- 
trict board might require the individual associations to contribute 
to the production credit corporation. 

There was honest fear, I think, on the part of some of these folks 
that the district boards might drain the associations of their capital 
and build up unnecessary capital in the corporation. 

Mr. Poace. Governor, do you suggest that we ought to put a limi- 
tation in the bill? 

Mr. Tooretu. I would think, Congressman Poage, that some reason- 
able limitation might be put in that, or at least it could be made a part 
of the record what the intention is. 

Then there was the feeling on the part of some that the district 
board would have complete jurisdiction. I should say that the pro- 
duction credit corporation would have complete jurisdiction in the 
matter of determining the assessment to be made against the associa- 
tions for their supervision. Wethink that was an unwarranted belief. 
After all the first brake on that or check on it would be the district 
board itself. 

Then, next, the assessment made on the individual associations for 
their supervisory costs would be subjected to the scrutiny of the Farm 
Credit Administration and the guiding principle would be whether or 
not the assessment was a reasonable one in comparison with the service 
that the corporations were rendering. 

Those were some of the matters that came up. 

Mr. Poace. Let us proceed on that further. You have not con- 
vineed me as yet that you have any brake on that power of assessment. 
1 don’t know how the members of the committee react to it; to me 
you seem to say the first brake is the district board. That is what the 
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people are afraid of. The district board has that power to drain the 
associations of their capital and I think that power clearly is given 
to them under this bill. 

But then you say the exercise of this power would be reviewed by 
the Farm Credit Board and I am sure that is right. It is just like the 
Army, you are not going to turn down the major general because some 
private complains. I never heard of it and I do not expect you to 
do it. 

Mr. Tooretn. Actually what some of them appear to be asking for 
is that the private be given the authority to establish his own regula- 
tions and rules, because they say we believe that the associations should 
be given the right to determine how much supervision they should 
have and to determine who is to supervise them. 

Mr. Poage. I think I will have to agree with vou, Governor, that 
some of these people are arguing for exactly that. I think we should 
meet that issue frankly and say we do not want to give them that, 
rather than tell them that this Board does not have the absolute power 
which in my-mind it plainly has under this bill. I think we ought 
to tell them that it has to have it. 

Mr. Toorey. That it has to have it. 

Mr. Poage. I do not think there is any purpose in telling us that 
the Board does not have it and they need not fear it because the Board 
does have it. I think you are probably right in saying that it must 
have it. 

Mr. Toorei.. Yes. 

Mr. Poacr. But let us not say it does not have it, because it does 
have that power. 

Mr. Toorenz. That is right. 

Mr. Poacer. Let us not tell them that you need not fear this because 
the Board does not have this power. Let us tell them somebody has 
to have the whip over them. I am saying that I am not in favor of 
turning them loose from all Government supervision. Some people 
want this farm-credit system to be turned loose from the Government 
completely and have it operate like the first national bank operates. 

r. Toorrtz. That is right. Or like the OFI’s which are State- 
chartered privately owned financial institutions, discounting with the 
intermediate credit banks and in competition with the PCA’s. 
Frankly, there are some of the PCA people who feel that after retire- 
ment of their Government capital they should be given the oppor- 
tunity to function just as the OFI’s function. They lose sight of the 
fact that they are Government-chartered institutions and continue to 
be vested with a public interest. 

I would like to point out that since 1923, when the intermediate 
credit banks were established about 800 OFI or private credit corpo- 
rations have qualified for rediscount privileges with the intermediate 
credit banks. Of that 800, actually fewer than 80 remain. In other 
words, the mortality has been greater than 90 percent. We feel con- 
vinced that in no small part that heavy uartaley has been the result 
of very, very nominal supervision. 

Mr. Poaer. It is not only the PCA’s that have that feeling. I know 
many of my national farm loan associations, and land bank people feel 
that having paid out, they ought to be completely separate and there 
ought not to be any Government control. 

I think that would be a dangerous thing. We would not have any 
farm credit system if we simply turned it over that way. I think 
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we have to tell the people that they have to have supervision. I agree 
with you they must have. 

Mr. ANpDRESEN. The gentleman referred to the fact that they pos- 
sibly want to run it like they run the first national bank. Is it not 
a fact that the first natinal bank and the State banks are all under 
supervision of the Government? They have the inspection. If they 
make loans that are not good loans in the judgment of the Federal 
banking system, those loans are thrown out. They are made to charge 
off those loans. 

So it seems to me that you have a supervision over bankers, both 
State and national, that is pretty strict in the way of regulations 
and that is to protect the depositors. 

I think we ought to have some kind of supervision myself. I do 
not think that we ought to just let this go fancy free. There are some 
of us here who have tried to help build up this national farm credit 
system over a long period of years. I thought we had a pretty good 
system and still think so. But to turn it loose is another question. 

The main opposition to the PCA provisions of the bill came from 
the State of Texas. We had a witness here from North Dakota a 
few days ago who said there had been some change in the position 
taken out there, that they were also opposed to the bill. I have heard 
from my area where they stated that there was a certain amount of 
pressure that they had to agree to all of this, which had been discussed 
over a period of years. My people are still willing to go along. 

What is the reason why we are having so much opposition from 
Texas? I remember only a few years ago that the various farm- 
credit organixations in Texas said they could pay up their Gov- 
ernment capital and they wanted to get out of any Government super- 
vision at all at that time. Now they do not want to let go, as proposed 
in this bill. Is it because they have had some large losses down there 
in the PCA organizations during the past few years, or what is the 
reason ? 

Mr. Toorett. Mr. Andresen, I will assume to try to answer that 
question. The Texas PCA’s were, I believe, the first ones to all retire 
their Government capital. They took a great deal of pride in that 
fact. 

Mr. ANpresEN. I know they did before this committee, too. 

Mr. Toorett. Yes. They have visualized for some time the passage 
of legislation which would permit them to purchase the intermediate 
credit banks, to own the intermediate credit banks, the banks of dis- 
count, and also to own the organization that supervised them. The 
majority of the Texas associations, as we understand it, have visual- 
ized doing those two things concurrently, the purchase of the inter- 
mediate credit banks and the Production Credit Corporation. 

As you will recall, the Federal Board last fall, in submitting Senate 
Document No. 7, said that there were differences of opinion as to the 
purchase of the intermediate credit banks, that economic conditions, 
particularly in the drought areas were such that the Board felt it was 
not wise at this time to recommend any legislation with respect to the 
intermediate credit banks. That was a distinct disappointment to the 
production credit associations in Texas and it was to the associations 
in some other parts of the country; and I believe that is primarily 
what is behind the opposition in Texas. 
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They have said— 


You give us the opportunity to buy both and we will show you how, with rea- 
sonable luck and a reasonable amount of rain, we can do this whole job in 5 or 6 
years, and certainly not more than 10 years. 

Mr. Anprestn. Does this legislation authorize the PCA’s to buy the 
intermediate banks ? 

Mr. Toorertz. This does not and that is one of the reasons they op- 
»ose it. They say we want to know what the legislation is going to 

with respect to the intermedite credit banks before we will support 
legislation with respect to the corporations, the supervising agency. 
I think all of them agree on that. 

Then you have two points of view among them. One says that we 
do not want to retain the corporations as a separate supervisory 
agency. We think the intermediate credit banks could do that. You 
have another group of the Texas PCA’s that say no, we think the cor- 
porations have served a very useful purpose and we want to continue 
the corporations. Am I right in that, Mr. Poage? 

Mr. Poagr. I would assume that is correct. 

On that point let me ask you this question. Nobody has been 
charged with wienigdatig as far as I am concerned. None of my 
people have complained shout it. Frankly, I did hear the suggestion 
from another State. But is it not extremely difficult for any PCA 
to come up here and oppose the continuation of the Corporation? I 
do not mean the Corporation made any threats against them. I don’t 
mean there has been any overt act ; but none of us are very prone to go 
out and castigate the man who has charge of our business and rt 
has the power of life and death over us economically or politically. 
I do not imagine that any of these PCA’s are hunting up an oppor- 
tunity to go out and offend the Corporation officials who naturally 
want to maintain their own position. 

Is it not extremely difficult for any PCA to make an honest state- 
ment of their feeling about the Corporation, even though the Cor- 
poration is just as honest and fair as it can be? I am not charging 
anything wrong upon their part. Is it not set " so that it effectively 
closes the mouth of 90 percent of the people? Only 10 percent of the 
people are brave enough to go out and talk about things where they 
may get hurt by reason of talking. 

Mr. Tooreity. We have not observed any reluctance at all on the 
part of the production credit people to express their opinions to the 
Corporation officials and the farm credit officials. I really don’t be- 
lieve that they directly or by inference have been intimidated on this 
thing. 

Mr. Poace. I do not mean that anybody has gone out intentionally 
intimidated. I think it is rather unusual to hear any banker make any 
loud complaints about the bank department because of what he antici- 
pated would happen to him the next time the examiner came around. 

Mr. Tooret. We have a little different situation in the cooperative 


credit situation, where the secretary-treasurer is quite cognizant 
of the fact that here is a board of 5 directors that are backing him 
up and they are quite cognizant of the fact that there may be anywhere 
from 500 to 1,000 members of that association. They are not reluctant 
at all to mention that fact to the Corporation officials and say “Now 
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we disagree with you and we just have a lot of support out here on 
this.” 

I don’t believe that the associations are reluctant to express their 
opinions with regard to the Corporation. 

The Cuamman (presiding). Governor, I would like to ask you a 
question, if I may. In view of the very formidable opposition to 
section II and the great controversy which that section Ske brought 
about, might it not be better to eliminate the controversial provisions 
of title IT and consider the other sections which are very important, 
but not controversial ¢ 

It occurred to me that if we bring this bill out with section 2 
in it, with all these PCA’s throughout the country objecting to it 
bitterly, and with the evidence that has been adduced here during 
these hearings, that we are going to have great difficulty in getting 
the bill passed. It is not only Texas that is opposed to section 2. My 
recollection is that we had 2 or 3 telegrams which indicated a bloc of 7 
States were solidly opposed to it. 

Let us assume that the bill passed the House and got to the Senate. 
If you had Senators from 7 or 8 States bitterly opposing it, it would 
be very difficult for us to get the bill through both Houses at this time. 

My impression is that the PCA’s in my State are in favor of title IT 
but, frankly, I do not believe they are fully aware of the effect. 
it is going to have. When this committee was told that a substantial 
part—I think about a third of the earnings of all the PCA’s—would 
go into the support of these corporations, it appeared that would 
be burdensome, that in itself opened my eyes. It occurred to me that 
if we wanted legislation we better be realistic about it and eliminate 
this controversy and bring out something that we can support. 

What do you say about it? Do you insist on title IT, section 201, and 
run the risk of losing the whole bill, or will you give up this section and 
wiat a year, put on an educational campaign, and see if these people 
can be brought around to your way of thinking? 

Mr. Toorget,. Mr. Chairman, I quite agree with you that there is 
considerable opposition to section 201 of title II of the bill. We have 
not detected that there is any opposition whatsoever to the other sec- 
tions. 

Then with regard to the matter of expenses, this 27 percent of the net 
earnings, we think that is not a very realistic figure. We should 
look at the figure from one-fifth to one-fourth of 1 percent on the 
gross business of the PCA’s as the total cost of maintaining the pro- 
duction credit corporations and the assessments, also, which the 
Washington office makes on the corporations—the Washington office 
assesses the production credit corporations about $271,000 a year as 
their pro rata share of the cost of maintaining the Washington office 
of the Farm Credit Administration. Even the Washington office 
costs plus the other costs which the production credit corporations 
have adds up for the country as a whole to a little less than one-quarter 
of 1 percent on the outstanding loans of the production credit associa- 
tions. 

The Cuarrman. If I may interrupt you there, you may be giving us 
very accurate information. The fact is that great numbers of PC ’s 
do not understand this, The statement was made here that the super- 
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vision was going to cost an enormous amount of money and take a 
very substantial part of their earnings, and the people are against it. 

We are in the last weeks of this session. After all we know this is 
the month of June. If we bring this bill out and Members of the 
Congress are flooded with telegrams and letters and communications 
in opposition to this section 201, I think we would probably end up 
with no bill at all. 

Mr. Toorenn. Mr. Chairman, I will answer directly, personally the 
question you asked. My personal view would be that it would be 
much better to eliminate a highly controversial section and try to 
pass the rest of the legislation. But that is a policy matter which I 
would much rather have Mr. Briggs, the vice chairman of the Federal 
Farm Credit Board, comment on. 

The Caarrman. We shall be glad to hear his views. 


STATEMENT OF MARVIN J. BRIGGS, VICE CHAIRMAN, FEDERAL 
FARM CREDIT BOARD 


Mr. Briees. We have thoroughly discussed and analyzed this legis- 
lation, and presented to the field, district boards, national farm loan 
associations, PCA’s, PCA district committees, that since we have given 
you the facts favorable to the Board it is just discretionary of this 
committee as to what they would do with that section. 

The Cuarrman. I appreciate your views in that regard, but you 
realize one other thing. The Bureau of the Budget does not agree 
with the Board, so we are going to have to fight that. If you add the 
influence of the PCA’s together with the opposition of the Bureau 
of the Budget, and maybe some opposition from the executive 


branch—I do not know what the situation there is—I imagine in view 
of the fact that the Bureau of the Budget has taken a definite posi- 
tion with reference to these earned surpluses that we are going to 
run into some head-on opposition there, I have a notion that if we 
eliminate this section 201 this committee can take this bill out on the 
floor and probably put it through. 

I am Seproenng my own views, and I think the views of some 


members, that we should not take this surplus from those who earned 
it and give it back to the Government. The Bureau of the Budget 
says they want that money back, but we have not done this on other 
occasions with other institutions. 

I will yield to any other member who wishes to express himself. 

Mr. Brices. Mr. Chairman, I don’t think the Board would be 
critical of this committee if they took out section 201. 

The Cuarrman. You understand, of course, that the committee 
realizes that the Board tried to do what Congress indicated we would 
like to have done? 

Mr. Briees. That is right. 

The Cuairrman. I am not criticizing or saying it is good, bad, or 
indifferent. I am saying it is too controversial to bring it out on the 
floor and jeopardize the passage of the whole bill. 

Mr. Poacr. Mr. Chairman, most of the PCA’s have opposed this 
on the ground that they wanted to take a longer time to try to work 
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out a program that they feel would more nearly solve the problem. 
[ do not understand that any of the Texas PCA’s are just opposed 
to doing anything. On the contrary, they even want to do more 
rapidly than the Board has suggested. 

It is not a matter that by taking this section out we would be saying 
that we are not going to proceed to bring about these changes, but 
rather that if we took out this section 201 that we would be doing it on 
the theory that we are going to take another year in which to work out 
a program to handle the acquisition of the Government investment in 
both of the institutions, if possible, rather than simply saying that we 
are in favor of leaving the Government capital in one of the institu- 
tions. 

I do not think either this committee or the local PCA’s are in favor 
of that. I do not know anybody who is advocating that with possibly 
one or two exceptions. 

Mr. McIntime. Mr. Poage, is it not a fact that the act of 1954 
actually contemplates the liquidation of the Government capital out 
of all three divisions; this legislation does not propose to do the com- 
plete job. So we are still working toward that Gal even if provisions 
in this bill are not held in the bill. We still have the same objectives. 

Mr. Poace. That is right. We are still going to have to rewrite 
legislation next year, i ekaen: because if we passed this bill we would 
not have solved the problem of getting rid of the Government capital. 

Mr. Tooreti. That istrue. The Board felt definitely and still feels 
that this proposal is a logical one to take at this time and would not 
interfere with the subsequent decision with plans to retire the capital 
in the intermediate credit banks. 

Mr. Poage. Governor, it is bound to interfere with it. Again I 
come back to your statement that there is no pressure from this pro- 
duction credit corporation, but once you have put the stamp of con- 
gressional approval upon it and given it eternal life under the law 
we are never going to be rid of the thing. I realize there is a difference 
of opinion as to whether we ought to be ever rid of it. Maybe we 
should not. 

About all this bill does, as I see it, from the production-credit angle 
is to definitely fix forever the continuation of production credit cor- 
porations. Thatisas far asit goes. It is not interested in how much 
capital is put there. It is not interested in anything except perpetuat- 
ing those corporations and fixing it so that a year from now this com- 
mittee could not, for practical purposes, eliminate those corporations. 

If we pass this bill as it is written, we know as a practical matter 
we cannot even consider the consolidations of the PCC’s and the inter- 
mediate credit banks next year. If we leave the matter open, at least 
we will have the opportunity to determine whether we can perhaps 
wipe them both out and create some agency that will perform both 
functions as is done in practically every other field of credit. But 
we tie our hands if we pass this bill as it is now written. We tie our 
hands in a way that, does not take the Government capital out of the 
intermediate credit banks at all and does not say what we are going 
to put into the PCC’s, but only that we are interested in seeing that 
they are going to be there from now on. I do not want to see that. 

I am not at all prepared to say that I believe those production credit 
corporations are essential to the operation of this system. I realize 
there has to be supervision. Nobody is arguing that with you. There 
has to be supervised, but nobody has convinced me that you have to 





FARM CREDIT ACT OF 1955 227 


have two sets of supervision. No one has convinced me that you have 
to have two agencies, the corporations and the bank. We do not have 
them in other fields. I have not been able to see why we have to 
have them in this field. ' 

But if we do, and we put this off for a year, we will still have the 
field wide open where we can maintain the two just as well as we 
can now. 

if we pass this piecemeal, we tie one hand behind us and we cannot 
untie it. 

The Cuatrman. The Governor is not arguing that. I understood 
the Governor to say that he would rather give up one section than 
lose the bill enirtly. 

Mr. Toore.u. I expressed that as a personal opinion. 

The Cuarrman. And your associate said he would agree to leave the 
decision with this committee. You would not feel that the committee 
was reflecting in any way on the Board if we eliminated section 201 of 
title IT? 

Mr. Briees. That is right. 

Mr. Hux. Mr. Chairman, I would like to state first of all that I 
go along with the idea you expressed a while ago that we leave out 
section 201 of title II. The information I have from Colorado and 
not too much from my district goes along with the idea that now is 
not the time to consider section 201. Then we can carry further and 
put in our report that in the matter of time and also of consolidating 
‘ our efforts on making the other necessary changes we eliminate section 
2 with the idea that during the balance of the year or until the next 
session, we would do a little investigating and maybe come up with 
a proper program or change in the language or the purpose of title II 
and be able to put that in the legislation in the next session. In that 
a we will get through without a battle. 

go along with the chairman that we are going to get into a real 

head-on collision with some of these folks from the areas where these 

or teh credit organizations are working well. We will have dif- 
culty passing this bill in the House. 

The Cuarrman. Are there any further questions? 

Mr Anoresen. I would like to ask a question about another feature 
of the bill. 

With reference to Federal land bank loans, there is a provision in 
the bill increasing the amount of the loan from $100,000 to $200,000. 

Mr. Tooretu. Yes, sir. 

Mr. Anpresen. Where does that demand come from to increase the 
amount of the loan above $100,000 ? 

Mr. Tooretu. I don’t believe it centers in any particular area. Per- 
haps more of it is in the western ranch country than in any other 
because of the very nature of western ranching. It is a large-scale 
operation. There are quite a number of States in which there is an 
occasional request for a loan exceeding $100,000. We feel that the 
number of those in any year would not be large, but still we feel that 
the land bank system should be in a position to render that service to 
farmers or ranchers who may need it. 

Presently the insurance companies which compete with the land 
banks have no such limitations. Ifa farmer or rancher prefers a land- 
bank loan to an insurance company loan we would like to be able to 
extend that loan to him. 
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Mr. ANprEsEN. You do not find insurance companies going out 
and making loans up to $200,000 on any farm, do you ? 

Mr. Toorrtn. Yes. They, of course, try to get the big loans. I was 
in Chicago yesterday meeting with a group that has a 1-day meeting 3 
times a year, called the National Agricultural Credit Committee, 
composed of 14 life-insurance companies, representatives of mort- 
gage bankers associations, farm credit, and others, and those folks are 
talking all the time about the only reason they make small loans, the 
$5,000 class and so forth, is a public-relations matter. There is no 
profit in it. They are interested in getting these big loans. We know 
that is true from a strictly business point of view. 

Our average loan that was closed last year was in the neighborhood 
of $6,000. Our average loan outstanding, I believe, is in the neighbor- 
hood of $4,800. 

We have an obligation to serve farmers of all sizes and in all parts 
of the country. We don’t just draw a line around an area and say 
here is concentration of very good loan territory, we will operate in 
here but we won’t operate outside of that. Wherever a farmer is 
located, if he can demonstrate a satisfactory basis for credit we will 
serve him regardless of the size of his loan. If we can get a few more 
of these big loans, Mr. Andresen, to help us defray the cost on some 
of the $1,000 loans we make that are quite unprofitable, we feel that it 
would be in the interest of agriculture as well as the land-bank sys- 
tem to do so. 

Mr. ANpREsEN. Don’t you encourage large holding farm operations 
by making these large loans? 

Mr. Toore.u. I really don’t believe so. I believe that there is going 
to be about a certain percentage of large holdings regardless of 
whether or not land-bank loans are available or not. 

Mr. ANpDREsEN. Suppose you have an association, or several associa- 
tions, and they are all relatively small where they get two or three 
$200,000 loans and the loans go sour; what is going to happen to those 
local associations ? 

Mr. Toorexi. Of course, Mr. Andresen, we don’t propose to make 
loans of that kind that are going to go sour. I won’t say that it could 
not happen, but our land-bank people are particularly cautious in 
making the big loans. I would say they are more conservative in 
making the big loans than they are in making smaller loans. 

Mr. AnDresEN. There was a time here that they made $25,000 loans. 
That was boosted to $50,000 ? 

Mr. Toorretn. Yes. 

Mr. AnpresENn. Then it was boosted to $100,000 ? 

Mr. Tooretxz. That is correct. 

Mr. Anpresen. How many $100,000 loans have you made since this 
authorization was pa 

Mr. Tooretn. Mr. Maxwell, can you answer that question? 


STATEMENT OF THOMAS A. MAXWELL, DEPUTY GOVERNOR AND 
DIRECTOR OF LAND BANK SERVICE, FARM CREDIT ADMINISTRA- 
TION 


Mr. Maxwe.u. Gentlemen, we have an estimate of the number. 
The estimate is that we have made 150 loans in the amount of $100,000. 

Mr. AnpresEN. What are the figures showing the repayment of those 
loans ¢ 
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Mr. Maxwe.u. Our experience with the larger loans has been par- 
ticularly good. That not only goes for the $100,000 loans but that 
goes for the larger size loans generally. We have found that the 
equity is usually good and they are usually good, efficient operations. 

Generally, throughout the experience of the land banks through the 
years, experience with the larger loans has been excellent. There 
have been relatively few losses taken on the larger loans. 

Mr. Anpresen. I know there was a maximum loan made some place 
in Michigan. Before they got through they had to take a 50 percent 
loss. 

Mr. Tooretz. Of course, the Federal land-bank system was started 
at a time that was not too fortunate during World War I. There were 
some rather substantial losses taken in those early stages. You had 
inexperienced - operating those institutions, and operating dur- 
ing a period of inflation. The losses of the land banks since the mid- 
twenties have been very low. 

Mr. AnprEsEN. I was not here in 1916 when they passed this law, 
but we certainly have had a lot of amendments since I came here. 

Mr. Tooreti. That is right. 

Mr. AnpresEN. And we have increased the amount of the loans. I 
am rather reluctant to go along with a $200,000 loan, I can assure 
you of that. 

Mr. Hit. First of all, to get down to the actual operation of your 
big loans, it is wrong to say that you make a large loan or would 
make a large loan of $200,000 on a farm. When you really look at 
a $200,000, it is on 2 or 3 holdings. In other words, in our area it 
might be on two pieces of land that were used for pasture and they 
don’t fit in for small operators at all. Then it might be on a section 
or a half section of two to five hundred dollar-acre irrigated land, 
and the same operator would own both. It is the wrong idea that they 
are just a farm. They are not a farm. They are an operation. 

Why should this committee limit you just to small loans as long as 
you do not neglect the small loans? Why should we limit you from 
making a big loan when every record that you can look up they are 
more safe in our territory than a little loan? So many things can 
happen to a man that borrows $3,000 or $4,000 than if the same thing 
proportionately would happen to a man with 3 or 4 holdings. He is 
not going to lose his whole shirt. 

There is nothing wrong with the system. I am talking about the 
way you work at it. This fellow could have a couple of failures in 
crop in the local position, either hail or fiood, and he is in a terrible 
situation. Whereas, a larger company has a farm in one area and 
another farm in another area, he must operate at a profit because of 
the size of the operation or he could not continue. He has to build 
up the farm operation to success. 

It is hard to get the big loans. The banks and the local people 
are not inte at all. I do not know why we should deprive you 
of 150 or 300 large loans when it really helps the small fellow because 
it helps to carry the two or three thousand dollar loans, 

I think the argument is all in favor of changing the top. 

Mr. Anpresen. Do you know a State or national bank that does 
not place a limitation on the loan or tie it into the capital of the bank? 
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Mr. Tooreiy. I am sure they all do. 

Mr. Hitz. A bank does not. That is a regulation of the Govern- 
ment itself. We have one of the best banks that I know about right 
in my little town that has all the money that was necessary. 

When the President closed all the banks they did not have to come 
back to New York or some other reserve bank. They had the money. 
They closed them just the same. That was a regulation. So, regard- 
less of the money that bank has that bank today cannot make over a 
$60,000 loan to anyone. The bank has nothing to do with that. That 
is a regulation. 

Mr. Anpresen. That is tied into the amount of the capital. 

Mr. Hx. You are right about that. 

Mr. Tooretn. But the $200,000 loan would constitute a very, very 
small proportion of the capital of any one of the 12 Federal land 
banks. 

Mr. ANpresen. But it would not on the national association that 
makes the loan. 

Mr. Tooreii. That is true; it would not. 

Mr. AnpresENn. They might dissipate their capital in a few of those 
large loans. Is that not possible ? 

Mr. Toorrtn. It is possible. We think it is not probable. I have 
here a statement with regard to this increase in maximum loans to 
$200,000. It is a little further development of the subject, which I 
would like to submit for the record if that would be appropriate. 

Mr. Poage (presiding). We will be glad to make that a part of 
the record. 

(The material referred to follows :) 


INCREASE IN MAXIMUM L@AN TO $200,000 


In October 1949, as a result of legislation, the limitation on the maximum 
amount of Federal land-bank loans to any one borrower was increased from 
$50,000 to $100,000. This increase in the maximum loan was a recognition of 
the fact that under the trends prevailing in agriculture many farmers needed 
long-term loans in excess of $50,000. With the increase in mechanization of 
agriculture, farms are becoming larger and the total investment per farm has 
increased substantially. While the increase to $100,000 has permitted the land 
banks to serve more farmers, there are a number of farmers who desire Federal 
land-bank loans but need long-term credit in an amount exceeding $100,000, 
Therefore it is proposed that the loan limit be increased to $200,000, which would 
enable the land banks to serve a larger proportion of the farmers having a rela- 
tively large investment in their farms. 

The large investment on many farms can be illustrated by farms in the 
State of Illinois. The Illinois Agricultural Experiment Station has information 
on over 1,500 farms in northern Illinois on which records have been kept cooper- 
atively for a number of years. All of these are considered family-operated units. 
In 1953 in this group there were 129 farms of 500 acres or more in size. This 
included 51 grain farms on good soils for which the average value of farm real 
estate was $203,962 and the total farm investment averaged $273,016. These 
farms average 621 acres and a total capital investment per acre of $440. They 
were operated with an average of 31 months of labor of which 15 months was 
hired help. Also in this group were 34 beef-cattle farms, averaging 652 acres 
and an average value of farm real estate of $172,431, a total capital investment of 
$290,262, or $445 per acre. These beef cattle farms used 37 months of labor 
of which 18 months was hired help. Many of these farms may require and would 
support farm mortgage loans of over $100,000. 

The census of 1950 lists 121,063 farms in the United Sttaes as having 1,000 
acres or more, and the average value of land and buildings per farm in this 
group is $92,000. While acres in the farm is not in all instances the best measure 
of size, generally speaking it is in the group of farms of 1,000 acres or more that 
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there are many farmers who need loans in amounts of $100,000 to $200,000. 
Another measure of size of farms is.the yalue of annual sales of farm products. 
The census of 1950 shows 103,000 farms with annual sales of farm products of 
$25,000 and over, with average sales per farm of $56,074. On these farms the 
cropland harvested averages 565 acres and the average value of land and build- 
ings per farm is $110,008. This latter group accounts for 26 percent of the 
total sales of farm products in the United States, 

From the census figures referred to above it is apparent that there are several 
thousand farmers with farm operations of such magnitude that they may 
need long-term credit in amounts over $100,000. Records are available of 
farm mortgages recorded in one-thousand-four-hundred-odd counties in 1954. 
Of these recordings 241 mortgages totaling $31,128,000 were for amounts rang- 
ing from $100,000 to $200,000. From these recordings it is estimated that 
during 1954 in the United States there were recorded about 500 farm mortgages 
in the $100,000 to $200,000 size classification, totaling about $65 million. These 
farmers needing credit over $100,000 are financed by other lenders, but often 
they have to pay higher rates of interest and their loans may not have the 
favorable repayment privileges or the long term of years offered by the land 
banks, and many would find the services of the land banks helpful. Therefore, 
it would seem that they should not be denied the services of the land banks. 

The experience of the Federal land banks in making loans to larger operators 
generally has been favorable. These farms usually are efficiently operated 
and the security is good. If such a farm is acquired it generally could be 
sold without loss, and it is not anticipated that the larger loans will result 
in any undue risks for the national farm-loan associations. Furthermore, the 
reserves of associations are substantial and generally adequate to meet their 
share of any losses which are likely to result from the larger loans. Except 
in one district, national farm-loan associations share losses with the Federal 
land banks on a 50-50 basis. Also it should be pointed out that the cost of 
servicing loans per dollar is higher on the small loans than large loans. The 
loans in a class of $100,000 to $200,000 would increase the earnings of the land 
banks, and these increased earnings would accrue to all land-bank borrowers. 

Two hundred thousand dollars seems to be a practical limit for the maximum 
size of land-bank loans. Federal land banks are giving preference to the 
smaller or average farm operator, and under the law they are required to 
give preference to applications for loans of $10,000 or under. The average size 
of land-bank loans made in 1954 was $6,069. With preference required for 
loans of $10,000 or under, it is logical that a maximum loan limit be main- 
tained. The maximum proposed will extend the service to more of the larger 
farmers, but preference will be given to smaller operators. 

The Federal land banks from time to time have reported instances where 
farmers have called at offices of national farm-loan associations seeking land- 
bank loans but no application was filed since the amount needed was in excess 
of $100,000. Many other farmers who would like land-bank loans probably 
have not called, because they had knowledge that the maximum loan the land 
banks could make was $100,000. To illustrate a few of the demands, reference 
is made below to a few instances where the Federal land bank was unable 
to serve a large farmer. 

A large rancher in Nebraska wanted a land-bank loan but needed $120,000 
and he was financed by a life-insurance company. On another cattle ranch in 
Nebraska a loan for $150,000 was needed. 

A national farm-loan association in Iowa reported several inquiries from 
large landowners where the total credit needed was in excess of $100,000. 

A large cattle feeder operating an 800-acre, irrigated farm in Colorado could 
not be served because of the $100,000 limit. 

A land bank made a loan for $62,000 on 3,831 acres in Kansas. This borrower 
is purchasing another ranch and will need credit of more than $100,000. 

On a large farm in Oklahoma the land bank lost a loan because the member 
needed credit of $120,000 to expand his operations. 

Two brothers own a farm in Oklahoma the present market value of which 
would be approximately half a million dollars. They need a loan of $130,000 
and cannot be served. 

A large livestock and grain farmer in Utah requested a loan of $125,000. 

A livestock rancher in Nevada needed a loan of $135,000. 

Six cases were reported in California, including large farms in general farm- 
ing, grain and cotton, row crops, and citrus, where long-term credit exceeding 
$100,000 was needed. 
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On a 4,650-acre livestock ranch in Oregon the land bank had a loan for $85,000. 
This was paid off because the borrower needed credit in an amount over $100,000. 

The owner of an 1,150-acre grain farm in Washington needed $110,000. On 
another grain farm of 1,650 acres $150,000 was needed; and on still another 
grain farm in Washington of 1,116 acres the owner needed $110,000. 

The following table shows for illustrative purposes a list of large farming 
operations in Louisiana and, Mississippi. 


Selected list of large farming operations 
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Mr. Hix. I was not quite through. The final statement I want 
to make is with respect to the increase in the price of land in the 
last 20 years, especially in our area. That changed the whole picture 
of the loans in our territory because the land that sold at $150 an 
acre is now as high as $400 to $500 an acre. 

Mr. Tooreti. Actually taking this increase up to $200,000 is just 
a matter of keeping pace with the changes that have taken place in 
the economics of agriculture and the price level changes. 

Mr. McIntire. Mr. Chairman, I would like to refer to page 32 
section 303 of this bill. It seems to me, Governor, that this provides 
for a substantial change in procedures which have been inherent in 
the system ever since the start. I would like to discuss it a little bit 
to get your ideas as to why this provision is in the bill. 

It is my understanding of this provision, Governor, that you are 
changing the relationship of the lena bank appraiser to the loans 
made by the National Farm Loan Association and bringing the ap- 
praiser into the picture as an after-the-fact rather than before-the- 
fact in relation to the loan. What is the background of this provision 
in this bill? 

Mr. Tooretx. Mr. McIntire, I would say basically it rests on this 
philosophy: That insofar as possible matters of management of these 
farm credit district institutions should be left to the officers and 
boards of directors of the district institutions and of the associations. 
Insofar as practicable and feasible, the Farm Credit Administration 
should confine itself to supervision of these institutions. 

Under the system that has been in effect since 1916, which per- 
mitted the land banks to close loans only on the basis of an appraisal 
made by a public official known as a land bank appraiser, who was 
an employee of the Washington office, the Farm Credit Administration 
in that manner completely restricted the lending of the Federal land 
banks and the farm loan associations because they might not make 
loans exceeding a certain statutory percentage of the value established 
by a land bank appraiser. 

There is belief that the association should be given a little more 
latitude in the matter of making appraisals and that the land banks 
themselves might, providing they conform to standards established 
by the Farm Credit Administration. 

Mr. McInrime. If I may interject at this point, then you are not 
removing restrictions substantially because the standards are still 
laid down by the Farm Credit Administration ? 

Mr. Toorrizx. That is correct. But here is the fundamental differ- 
ence in philosophy. In the way we operate at the present time, we 
tell them ahead of time, no, you cannot make this loan for an amount 
exceeding $5,000 or $7,500, or whatever it may be; and we tell them 
ahead of time with respect to each loan what is the maximum they 
can loan. 

Under this proposal here, we are operating more in the realm of 
supervisors and more in the realm of bank examiners where at least 
in a certain percentage of the cases after the fact we take a look at this 
and say either you in our opinion are doing a good job on this or you 
are not doing a good job on it. 

Mr. McIntire. May I take exception there, Governor, because I 
think the bill provides that every single one of these loans must be ap- 
praised. So it is not a spot check. 
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yar. Toorety. It is not a spot check at all and I didn’t mean to infer 
that. 

Mr. McIntire. You said a certain percentage of the cases, 

Mr. Toorett. You are correct about that. When I said percentage 
of the cases I did that because this does not provide henceforth that all 
appraisals will be made by other than land bank appraisers. It is on 
a discretionary basis. Some district may not use this at all. Within 
a land bank district there will be a good deal of discretion used by 
the land banks as to whether they Seema the appraisal function 
to the secretary of the association or an employee of the land bank. 
That is why I said in certain cases, 

In all cases other than when a land bank appraiser makes the initial 
appraisal there will be a subsequent appraisal by a land bank appraiser. 
If the loan made is within the reasonable limits in the judgment of 
this appraiser, the loan remains pledged as collateral for bonds. If, 
in the judgment of the land bank appraiser the loan is excessive, and 
does not conform to the standards of the Farm Credit Administration, 
then it would be required that certain of that collateral be withdrawn. 

Mr. McIntire. The reason why I am very much concerned about 
this provision, it seems to me it is the most important preriace in the 
whole land bank section of this bill, because it is completely divergent 


from established procedures of establishing values and loans on which 
the system has been based ever since its inception. 

It is for that reason that I think this provision is extremely 
important. 

What is your thought as to whether you are complying with the 
statutory limits of the act when you find that you have made the loan 


in excess of 65 percent of the normal agricultural value? 

Mr. Toorett. Mr. McIntire, our view would be that if this amend- 
ment is passed, then, of course, we would not be at variance with the 
act. This amendment would provide that in the event a loan was 
found to be in excess of 65 percent that it might be pledged as collateral 
for bonds only to the extent of 65 percent of the land bank appraiser’s 
normal agricultural value as a protection to the bondholders. 

Mr. McIntire. But does the present act provide that the mortgages 
offered for collateral must meet the statutory limit of 65 percent? I 
was laboring under the impression that the present act provides that 
no loans must be made in excess of 65 percent by the land bank. 

Mr. Toore... It says that they shall not be. 

Mr. McIntire. Assuming that you have made a loan by a secretary- 
treasurer of a national farm-loan association, and the loan is all 
closed and an appraiser makes a review of that loan and on the basis 
of his values he will have made the loan to 75 percent of his values, 
haven’t you transgressed the statutory limit of the act and can you 
clear your statutory requirement simply by saying that there is a part 
of this that is not eligible for collateral ? 

Mr. Tooreiy. We believe we can. Is that right, Mr. Bagwell? 


STATEMENT OF JOHN C. BAGWELL, GENERAL COUNSEL, FARM 
CREDIT ADMINISTRATION 


Mr. Baewers. That is right. It would, in the judgment of this 
appraiser, be in the amount of 65 percent of the normal agricultural 
value. It might be that on examination of the loan by a land-bank 
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appraiser his judgment would not coincide with the first appraisal. 
There would not be any violation of the law, I believe. It would 
be merely a conflict in judgment. This amendment would provide 
that the judgment of the land-bank appraiser would govern for the 
purposes of bond collateral. 

Mr. McIntire. Then you are assuming, are you not, that the pres- 
ent requirement under existing law that a land ‘bank may make a loan 
up to not in excess of 65 percent of the normal agricultural value, that 
determination does not rest in the appraiser but. may rest in the opin- 
ion of the secretary-treasurer of the national farm loan association ? 

Mr. Bacwett. His appraisal would still be subject to the 65-percent 
requirement. 

Mr. McIntire. Whose appraisal ? 

Mr. Baewe tu. The secretary-treasurer’s appraisal would still be 
subject to the 65 percent requirement. But, of course, his judgment 
might not coincide with a regular land-bank appraiser’s judgment. 

Mr. McIntire. Yes. But if you are required to make a decision as 
to whether you are within the statutory requirements of the 65-percent 
regulation, then you are going to say that here I have the secretary- 
treasurer’s appraisal, and he is not a public official, he does not sit in 
an unbiased position because he has a job to do; then you come along 
with a public official, who under the very concept of his job is an un- 
biased appraiser qualified to appraise in the : area in which he is placing 

value on the property; if the appraiser’s figures are below those of 
the secretary-treasurer in meeting the statutory requirements you are 
going to take the secretary- -treasurer’s figures ? 

Mr. Baeweiu. That is correct. 

Mr. MoIntime. But when that mortgage is offered as collateral, 
instead of doing what is the customary procedure today—and accepted 
by all financial people concerned with consolidated bonds—every item 
of collateral supporting those bonds is a mortgage in its entirety. 
This procedure would mean that you will only put into that collateral 
portions of mortgages, because you could not collateralize a bond 
with a mortgage which was in excess of 65 percent. 

When you collateralize if you go back to the appraiser’s figures, then 
you have to set off a portion of this mortgage and hold it as a frozen 
asset on your books. You are not backing up your bonds with a full 

_unit mortgage in its entirety. You are only backing it up with pieces 
of mortgage. 

Mr. Toorremt. But for each $100,000 of bonds outstanding we simply 
have more mortgages. We would have to have more mortgages in 
support. 

r. McInrire. Does that not weaken your collateralizing of the 
bonds ? 

Mr. Tooreti. Of course, Mr. McIntire, we don’t contemplate that 
there will be other than just an occasional case of that kind. It is 
our intention that whomever the land banks designate as individuals 
who may appraise, and on whose appraisal the land banks will close 
loans, will be qualified individuals who will operate within the 
standards which are used by the land bank appraisers. 

Mr. McIntire. Do you not think, Governor, that we are asking the 
secretary-treasurer to do a rather impossible job? 

Mr. Tooretn. Many of these secretary-treasurers have been ap- 
praisers. 
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Mr. McIntire. That is right; but they are not standing in the same 
shoes. That is the thing that concerns me a bit here. Any secretary- 
treasurer who is competent is a man out after business. He is fired 
and hired by his national association. He is subject to their opinions 
of values just as much as his own because he has to go back to that 
board and justify his values. Every one of them is a farmer who has 
some pretty firm ideas of values. He sits there before that board 
supporting the standards set up by the Farm Credit Administration 
and he is an employee of the board and not of the Farm Credit Admin- 
istration. He is not independent at all. I think he is a perfectly 
human individual. It is my further observation, Governor, that this 
idea of coming back within 12 months and going in on the property 
where a loan has already been made and taking the time sad making 
the investigation which a land bank appraiser must make if he is 
going to do a good job, places a land bank appraiser in an embarrassing 
position in relation to a borrower because no borrower—you can ex- 
plain it all you wish—is going to understand why a man is back in 
there checking on his loan in a year’s time. 

Mr. Toorrei.. I will have to admit that the land bank appraiser 
would have to be a tactful individual because he has quite a different 
situation than the original appraiser. 

Mr. McInriime. It seems to me he is in a much more difficult spot. 

When he goes out there and makes that appraisal before the loan 
is made he has the wholehearted cooperation of the applicant for every 
bit of information that he needs. 

Mr. Tooreii. That is correct. 

Mr. McIntire. When he goes back after the loan is made to make 
the intimate detailed examination of the property as to the soil and 
buildings and all of the things which are associated with a sound 
appraisal, a perfectly typical American farmer is going to wonder 
“what in the world do these folks think? They have made the loan. 
I have the money. Why the examination? I am not in default.” 
Isn’t that land bank appraiser placed in a rather difficult position in 
following that procedure? 

Mr. Toore.t. I will have to admit that it is a rather difficult 
position for him. On the other hand, we feel that we have very 
capable land bank appraisers; men who have had years of experi- 
ence and who will use tact in situations of that kind. 

Mr. McInrire. Just one other point: It is your opinion that admin- 
istratively it would not be difficult for officials of a land bank in a 
district to state to one association “ You have this privilege” and to say 
to another “You do not”? 

Mr. Tooretn, No, I think it would not be, sir. I think they could 
say to the latter “Here is what you folks will have to do in order to 
qualify for this same privilege.” They do that right along with 
respect to other things. I would not be fearful of that. 

Mr. McIntime. I am a bit concerned that there are so many other 
things which are administrative and can be worked out as a matter of 
relationship. But here we are dealing with the very crux of the basis 
on which the loan is made. 

Mr. Tooretn, Mr. McIntire, there is no question in our mind but 
that the provision at the beginning that these loans could be closed 
only on the basis of a report and appraisal by a public official was 
sound. 
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We do feel, however, that after 40 years of operation that we prob- 
ably do not need to adhere rigidly to that any longer. The view of 
the Board is that this is somewhat in the nature of an experiment. 
We feel that there are ample safeguards placed into it. If it appears 
not to be operating well, it can be revoked. 

The CHamMan. We have about 45 minutes left of this morning’s 
session and I would like very much, in view of the statements made by 
the Governor this morning with reference to the controversial section 
of this bill, section 201, to go into executive session and try to get the 
bill into just as good shape as possible. 

Mr. Jonnson. I Samed like to disagree with my colleague on the 
other side. I think this is one of the best provisions we have had 
in this bill. I have had some experience in waiting for loans and 
I know time after time the farmer had to go somewhere else to get 
his money because the land bank was so slow. Your secretary in your 
home office could tell you from his experience what could behad. You 
had to wait for a tae bank appraiser to arrive. 

Lots of farmers who ait land bank loans had to go somewhere 
= and pay more interest because of the slowness of the land bank 
oan. 

I think in my section of the country the various secretaries are just 
as qualified as your land bank appraisers. They know every one of 
those farms; they know the people personally, and their background. 

If you are going to take the theory of Mr. McIntire and go on, 
then every bank making a loan should have the State bank examiner 
in and approve the loan the same as you are suggesting for the 
land bank. 

The Cuatmrman. Governor, we appreciate your presence here this 
morning. 

The committee will now go into executive session, but first, with- 
out objection, I will insert a communication which I have received, 
dated June 6, 1955, from Mr. True D. Morse, Acting Secretary of 
Agriculture. 

(The material referred to follows :) 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., June 6, 1955. 
Hon. Harorp D. Coo.ry, 
Chairman, Committee on Agriculture, 
House of Representatives. 


Dear CONGRESSMAN Cootey: This is in reply to your request of May 23, 
1955, for a report on H. R. 5168, a bill to provide for retirement of the Govern- 
ment capital in certain institutions operating under the supervision of the 
Farm Credit Administration ; to increase borrower participation in the manage- 
ment and control of the Federal Farm Credit System; and for other purposes. 

The Department of Agriculture heartily endorses the objectives of this bill. We 
believe that such legislation as this would be in furtherance of the sound policy 
of the Congress, as expressed in the Farm Credit Act of 1953, that there would 
be “increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administration.” 

The effective operation of the cooperative farm credit system supervised by 
the Farm Credit Administration has long benefited the vast majority of farm- 
ers individually and through their purchasing, marketing, and business service 
cooperatives, Those farmers and cooperatives who have used its services have had 
the direct benefit of adequate credit especially adapted to their needs. However, 
other farmers and their cooperatives have received indirect benefits through 
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the pace-setting effects of the cooperative farm credit system. Over the years 
progressive lenders of all kinds have tended to follow the system’s lead in im- 
proving the terms of their own loans and in reducing credit charges to their 
borrowers. Thus the national farm loan associations, production credit asso- 
ciations, and the banks for cooperatives have made a major contribution to 
the development of a healthy agricultural industry. 

This proposed legislation is designed to further strengthen and increase 
the flexibility of the cooperative farm credit system. To the extent to which 
these aims are accomplished, as we trust they will, enactment of the bill would 
be helping to build and maintain a dynamic agriculture in this country in the 
years ahead. 

The national farm loan associations have always been wholly owned by farm- 
ers. By 1947 farmers had supplied enough capital to the 12 Federal land banks 
through their national farm loan associations so the banks could retire the last 
of their Government-owned capital and thus become completely farmer-owned. 

Nearly 85 percent of the 498 production credit associations are now completely 
farmer-owned. There is less than $3 million out of a peak Government invest- 
ment of over $90 million left in these associations. 

This proposal would give farmers an opportunity to gradually assume the 
ownership of the 12 district production credit corporations through their local 
production credit associations and speed up the progress toward the goal of 
farmer-ownership of the banks for cooperatives. The Department of Agricul- 
ture believes the objectives of encouraging farmers to become full owners of 
the various units of the cooperative farm credit system, as rapidly as is possible 
consistent with maintaining their continued ability to serve farmers, is a worthy 
and sound objective. 

The amendments to the existing legislation under which the national farm 
loan associations and Federal land banks operate would aid them in being of even 
greater service to even more farmers. The provisions of the bill which would 
make it possible to better serve part-time farmers could make an important 
contribution in the Department of Agriculture’s program to aid low-income 
farmers. These provisions would make it possible to finance farmers who sup- 
plement their farm income from work done off the farm. 

Insofar as the efficiency, usefulness, and ability of the cooperative farm credit 
system to serve farmers can be increased it will reduce the need for direct loans 
to farmers by the Government provided through the Farmers’ Home Administra- 
tion. 

The Department of Agriculture believes it is sound policy to encourage farm- 
ers to help themselves as much as possible. This proposal is an important fur- 
ther step in that direction. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
True D. Morse, Acting Secretary. 


(Whereupon, at 11:15 a. m., Tuesday, June 7, 1955, the hearing 
in the above-entitled matter was concluded. ) 
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